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International Trade after the War 
3y-O. W. HAWKINS, M.B.E., B.COM., A.C.A.A., F.A.LS. 
Vice-President of Hobart Chamber of Commerce. 
Being portion of a speech delivered at the annual meeting of the 
Chamber on November 29, 1944. 

External trade after the war is a matter of very great importance. 

ere are few questions relating to commerce that demand earnest 
pnsideration and thought to a greater degree than those relating to the 

umption of the exchange of commodities on an international basis under 
lhe new conditions which will prevail when the war is over. There will 
be new conditions. 

Soon after the present struggle began, international trade, as we knew it 
in August, 1939, almost disappeared so far as the British Empire was 
oncerned, and as the war became world-wide, merchant ships of all 
ations ceased to go about their lawful occupations. Such movements of 
materials and goods as did take place largely assumed the nature of some 
move on the strategical chessboard and lost their character as incidents 
m the progress of peaceful commerce. 

When trade is resumed it will be influenced by new circumstances. The 
huge tasks of the restoration of war devastated areas will have an important 
fect on the whole position. The people of those areas will require help and 
assistance, and for a considerable time will have little to offer in return. 
t is evident that, in international trade, we must expect government 
fontrols and manipulation of financial problems long after the war ceases. 
o think that we are going to return to the old channels, the accustomed 
methods and the usual returns would be merely a delusion. Already 
he deliberate regulation of the supply of raw materials for industrial 
manufacture, on an international basis, is beginning to assume great 
mportance for future world economy. We are breaking fresh ground 
m the Government regulation of values on an international basis. Such 
procedure within national boundaries was well known in years gone by. 
mn the United States the Silver Purchase Act was among the first legis- 
ative efforts. We may recall endeavours to regulate the price of tin, 
theat and cotton, too. 

The trouble with all these expedients is that they can be nothing more 

an temporary correctives from which it is extremely difficult to break 
way. The problem is by no means simple. Great and sometimes opposing 
orces will be at work. Great manufacturing and exporting countries 
ant cheap raw material. Primary producers want the highest price they 
fan get. Huge stock piles have been accumulated. Production has been 
iverted and directed. None of us know how permanent the effect of 

e diversions will be. Stocks already accumulated will have to be 
quidated on an international ‘basis. 

Australia has made commitments and those commitments must have 

ificant repercussions on her external trade. 
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In the hour of our need we rightly and properly accepted the benefits 
of Lend-Lease arrangements. We are grateful for the assistance which 
they brought. Without it, probably, we would not have survived, but 
through it we have incurred obligatiogs and commitments which demand 
our thoughtful consideration. Subsequent to the passing of the Lend- 
Lease legislation came the Atlantic Declaration, made, I think, in August, 
1941, which dealt with accessibility of raw materials. 

Australia’s goods may be divided roughly into two groups—those which 
we produce and consume ourselves, and those surplus materials which 
we can offer to exchange for the commodities of other lands. Therefore, 
the problems of international trade have a direct bearing on matters 
pertaining to post-war reconstruction. Whatever dreams we may have of 
higher standards of well-being in post-war Australia, they must be qualified 
by our ability to bring about industrial efficiency and produce articles of 
trade which will be of a quality and price that will make them acceptable 













































and available to others. 

For rebuilding our export trade, ability to manufacture is not sufficient. § 4 
We must merchant the goods as well as produce them, and for this there J ‘4 
is a technique no less specialised than that demanded in every branch of § © 
manufacture. we 

The British Empire has been in the forefront in the mercantile affairs § ?" 
of the world because it built on the foundation of the spirit of enterprise § 
of the “merchant adventurers.” ru 

But the bulk of Australia’s exports have been, and will be, raw materials ha 
and primary products, and the impact of our international commitments § °W 
and obligations will be greatest on them. ne 

Following on the Atlantic Declaration, a supplementary agreement was tho 
made between the United States and Great Britain. Its terms must have 
deep-rooted effects on world trade in the post-war period. It deals with 
adjustments of Lease-Lend benefits and such transactions already have 
assumed astronomical figures. May I crave your indulgence to quote 
from the text of the Agreement :— 

“Such as not to burden commerce between the two countries, but 
to promote mutually advantageous economic relations between us and 7 
the betterment of world-wide economic relations. To that end they . 
shall include provision for agreed action by the United States and the “a 
United Kingdom, open to participation by all other countries of like ra 
mind, directed to the expansion of appropriate international and na 
domestic measures of production, employment, and the exchange and me 
consumption of goods which are the material foundations of the liberty ¥ 
and welfare of all peoples; to the elimination of all forms of 
discriminatory treatment in international commerce, and to the reduction R 
of tariffs and other trade barriers; and, in general, to the attainment dor : 
of all the economic objectives set forth in the Joint Declaration made a 
on August 12, 1941, by the President of the United States of America oe 
and the Prime Minister of the United Kingdom.” xan 

This means that economic adjustments aimed at ridding the world of & prin 
economic nationalism and policies of self-sufficiency will be a paramount TY 
note at the peace conference table. servi 

As a representative of the Australian Government who was intimately 9 of 
concerned in the early negotiations relating to these matters, the Rt. Hom § two 
R. G. Menzies is well qualified to speak regarding them. In an address § new 
delivered at the Adelaide University recently, he said :— aim 

this « 


“Our industrial development is something of great importance to US. 
But the Lend-Lease Act warns us, and we cannot disregard the 








FEB, 


1efits 
vhich 

but 
nand 
-end- 


gust, 


vhich 
vhich 
fore, 
itters 
ye of 
lified 
as of 


table 


cient. 
there 
h of 
ffairs 
‘prise 


erials 
nents 


was 
have 
with 
have 
quote 


. but 
s and 
they 
d the 
f like 
and 
e and 
iberty 
is of 
ction 
iment 
made 
nerica 


1d of 


nount 


nately 
Hon. 
idress 


to us. 
d_ the 


THE AUSTRALIAN ACCOUNTANT 43 


warning since we have accepted the benefit, that our industrial develop- 
ment is to be reconciled with general world trade after the war, and is 
not to be thought of as something designed to make us an entirely 
self-contained community. e 

“Here we undoubtedly have a difficult future problem which we 
should have in the back of our minds even while we are making our 
war-time arrangements. 

“As a convinced believer ig sensible protective tariffs for a nation 
which is a developing and debtor nation, I extract some comfort from 
the recollection that the industrial development of Australia in the 
past did not eliminate trade with or import from other countries; it 
merely changed its character and type.” 

Australia cannot hold herself aloof from the rest of the world. She 
wears no halo which qualifies her for special privileges. Inorganic controls 
will continue to determine the nature of the articles of which we have an 
exportable surplus. In pre-war days our £70,000,000 worth of wool formed 
a very substantial part of the world trade in that commodity, and was the 
fundamental basis of our prosperity. Of lesser volume, but still of 
considerable importance to us as a means of establishing credits abroad, 
were wheat, meat, dairy produce and metals. These things are primary 
products. Wool at any rate is a raw material. Its future as a means 
of bringing to us the goods and services we need, our petrol and our 
rubber, for instance, is indefinite. The outstanding facts are that we shall 
have new circumstances to meet and fresh obligations to fulfil, and our 
own ideas relating to the resumption of trade must be qualified by these 
fundamental considerations. They certainly merit our closest constructive 
thought. 





The Accounts of Holding Companies — 3 
By G. E. FirzGeraLtp anp A. E. Speck 
Principles governing the preparation of Consolidated Statements. 


The preparation of statements purporting to show the financial position 
of a holding company and its subsidiaries is obviously a very important 
and responsible task. It offers opportunities for misrepresentation and even 
fraud by the suppression or the omission of facts. However, quite apart 
Irom the question of dishonesty there are varying opinions on some matters 
relating to the correct procedure to be adopted. These debatable aspects will 
be considered after the main principles of consolidated statements have 
been explained and illustrated. 

Because the holding company form of business organisation has become so 
dominant in the modern commercial structure, the accountant must be 
acquainted with the accepted principles of consolidation if he is to be 
intelligently informed on current business affairs. ‘To succeed in his 
examinations the examination candidate must be able to apply these 
principles to the solution of problems. 

The Securities and Exchange Commission has performed meritorious 
service in U.S.A. by establishing standards for the published accounts 
of companies. This Commission is entrusted with the administration of 
two Acts passed in 1933 and 1934 relating respectively to the issue of 
new securities and the exchange of existing securities. The underlying 
am of the legislation is to protect the investing public and to achieve 
this objective by requiring a “full disclosure of the facts pertinent to the 
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formation of an intelligent appraisal of the value of a security.” The 
Commission has set up standards which must be observed before a company 
can register with it. These accounting requirements provide some 
illuminating information relating to holding company statements. The 
excellent work of the Commission and standard English practice have 
both been drawn upon freely in preparing this statement of the principles 
to be observed when preparing consolidated balance sheets and revenue 
accounts in order that they should reveal adequate and true information 
relating to the financial position of the combine. 


General Principles. 

The general principles to be observed when compiling consolidated 
statements are as follows :— 

(1) The consolidated statement should be accompanied by the separate 
statements of the holding company. ‘This requirement is most important 
for the investor. The consolidated balance sheet, for example, presents 
the financial structure of the combine, but it does not reveal the true 
position of the holding company. 

Leading authorities have emphasised the necessity for this precaution. 
For example :— 

“The limitations of consolidated financial statements should be 
recognised. The status of bond holders and other creditors and the 
respective assets against which their claims range may not be shown 
and thus consolidated statements may be inadequate unless accompanied 
by additional statements. The necessity of giving further statements 
for the parent alone, . . . should be considered, particularly the balance 
sheet.” 

“. . . It should be noted, however, that consolidated statements 
cannot be relied upon as a basis of credit to the parent company. For 
that purpose, there should be both separate statements for the parent 
company and consolidated statements ; PSs 

The position was stated very succinctly by one authority: 
Complete consolidation will help many and can deceive no one if it is 
accompanied, as it always should be, by parent company statements.” 


“ee 


The American case, Baldwin Locomotive Works, demonstrates the wisdom 
of requiring both statements. In October, 1934, that company announced 
that it could not meet the interest payment due on November 1, 1934, on 
its 1940 Mortgage Bonds, because of the serious position of its working 
capital. When examined by the Securities and Exchange Commission, tt 
was shown that whilst the company had prior to 1934 published only a 
consolidated balance sheet, no balance sheets and profit and loss statements 
of the parent company had been published separately. The consolidated 
balance sheet showed a much better net quick asset position than the separate 
balance sheet of the parent company issuing the mortgage bonds. The 
quick assets of one of the consolidated subsidiaries constituted a very 
substantial portion of the consolidated quick assets. Consequently, if the 
balance sheet of the issuing company had been published in addition to 
the consolidated balance sheet, an intelligent investor would have perceived 
the unsatisfactory working capital position of the issuer and would have 
acted accordingly. 

(1) American Institute of Accountants, Examination of Financial Statements by Independent 

Public Accountants (Bulletin, January, 1986), pp. 5-6. 


(2) W. H. Bell, Accountants’ Reports (3rd Rev. Ed.), p. 181. 
(3) J. M. B. Hoxsey, in ar address to the American Institute of Accountants, Sept., 1930, p. ™& 
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(2) Only those companies in which the holding company has a controlling 
interest should be included in the consolidated statements; and all of those 
subsidiaries should be included. 

This requirement is self-evident. If the true position of the combine 
is to be shown the financial statements of all subsidiaries should be included, 
and only those. For example, it would be wrong to include a company 
in which the combine held shares but not a controlling interest, because such 
a company would not be a subsidiary. It would be equally wrong to omit 
a subsidiary. 

(3) Minority interests should be stated separately either as a single 
item or a group, rather than as separate sub-titles under each division of 
shareholders’ funds. Some authorities consider that it is desirable to show 
separately the minority interest in capital, reserves and profit and loss 
account, but we do not consider that any advantage is obtained from so 
doing. The consolidated balance sheet is presented for the information 
of the management and shareholders of the holding company, and it should 
be prepared from this point of view. It should show the various assets 
of the consolidation, the equities of outside interests, whether creditors 
or minority shareholders, and the equity of the persons for whom the 
statement is prepared. The division of minority interest into capital, 
reserves and profit and loss is, in our opinion, unnecessary detail. 

(4) Uniformity of all the accounting periods covered by the consolidated 
statements with the period of the companies in the combine: It is desirable 
that the accounting periods of the holding company and all of its subsidiaries 
should coincide. The revenue statements will then give a true picture 
of the operations for the combine for the period, and the balance sheet 
will reveal the financial position of all companies as an economic unit as 
at the balancing date. Where such coincidental accounting periods cannot 
be arranged, the differences in the inter-company balances must be posted 
to an account indicating by its name the nature of the item. 

For example, the balance owing by a subsidiary to the holding company 
on the balance date of the subsidiary may be £5,000. If the holding 
company’s balance date were the same as the subsidiary’s, the balance of the 
appropriate account in both sets of books would be the same, i.e., £5,000. 
If the subsidiary’s fiscal period closes a month earlier than the holding 
company’s period then the amount showing in the account may be greater 
or less than £5,000, depending upon the business transactions between the 
companies during the month. Suppose the balance in the holding company’s 
ledger is £4,000 at its balance date. Then there will be a debit difference 
of £1,000. This amount should not be included in Sundry Debtors, but set 
out as a suspense item, with an indication that it has arisen through the 
difference in balancing dates. 

Where uniform balance dates are not arranged, it is obviously impossible 
to prepare consolidated statements which reveal the true position of the 
combine as at any date. The period for the consolidated revenue accounts 
is not the same, and, therefore, cannot show the net result of the trading 
operations for the whole group. Similarly, the changes in the assets and 
een of the subsidiary cannot be reflected in the consolidated balance 
sheet. 


However, practical considerations sometimes makes uniformity of account- 
ing periods impossible, and then the balance sheets of the companies out 
of step must be included in the consolidated statement with such explana- 
tions as may reveal the true position to interested parties. Any unusual 
transactions or any especially large amounts should be explained in a 
footnote to the consolidated statements. 
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(5) The elimination of all inter-company items. Inter-company trans- 
actions have already been referred to under uniform accounting periods. 
These items may relate either to the balance sheet, e.g., loans or advances, 
or to the revenue accounts, e.g., inter-company sales of raw materials, or 
finished goods at a price higher than cost. 

The first of these examples is obvious; the debit in the accounts of the 
borrowing member of the combine will be offset by the credit in the 
lending member’s books. 

In the second case there are two aspects to be considered :— 


(a) The effect of the sale at the higher price on the minority interests 
in the companies. For example, from the viewpoint of the minority 
interests in the selling company the profit is realised when the sale 
is effected and they are entitled to their proportion of that profit. 
So far as the combine is concerned that sale must be reduced to 
cost in calculating the net revenue for the group as a unit. 

(b) The balance of such inter-company transferred stock on hand at 
balancing dates must be reduced to the cost to the combine for 
inclusion in the consolidated statements. 


In some cases the rigorous application of the rule that unrealised profit 
must be eliminated may‘have to be modified at times because the product 
turned over by one company to another is in such a stage of completion 
that there is a ready market for it outside of the subsidiaries of the 
combine. However, an accountant is treading on dangerous ground when 
he incorporates any element of unrealised profit in the consolidated state- 
ments. Profits not realised by means of sales outside the group constituting 
the combine should be eliminated. 

H. A. Finney* suggests two methods which may be employed when 
eliminating inter-company profits on merchandise sold to a subsidiary which 
is not 100% owned :— 

(1) Eliminate the full amount of unrealised profits, or 

(2) Eliminate only that proportion represented by the holding company’s 

percentage of shares held. 

(6) The elimination of the holding company’s investment in the sub- 
sidiary at an amount equal to cost thereof and the substitution therefor 
of the proportionate amount of the assets and liabilities of the subsidiary. 
These amounts for assets and liabilities are then combined with the 
corresponding assets and liabilities of the holding company and_ its 
subsidiaries. The question as to whether it should be a proportion of the 
net tangible assets or the net assets will be discussed later. The value 
at which the asset, “Investment in Subsidiaries,” should appear in the 
holding company’s books is at cost less any amount received by the holding 
company as dividends declared and paid from profits or reserves existing 
at the date at which the controlling interest in the subsidiary was acquired. 
This amount is in the nature of a capital reserve somewhat similar to 
“profits prior to incorporation” and consequently should not be treated as 
available for distribution as dividend by the holding company. It may 
be placed to a special reserve or used to write down the cost price of 
the shares. 

(7) The net difference between the cost of the shareholding acquired 
by the holding company and the value of the net assets or net tangible 
assets acquired by such shareholding is shown as “goodwill on consolidation" 
if a debit and by a capital reserve if a credit. It should be clearly realised 
that the goodwill on consolidation is not the goodwill of the holding 


(4) H. A. Finney, “Principles of Accountancy,” Chap. 52. 
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company and/or of its subsidiaries; it is a figure which emerges when the 
elimination referred to in item 6 above is effected. It is goodwill on 
consolidation, and represents the net difference between the net assets 
acquired and the price paid for them by the combine as a unit. 

Whilst this method of treating the difference between the book value 
of the investment in the subsidiaries and the value of the net assets so 
acquired is usual and most frequent, attention should be drawn to the 
existence of other methods of treatment. For instance, R. B. Kester 
suggests—“When the price paid by the holding company is less than the 
book value of the subsidiary’s shares, such discount may be due to an 
inflation of the latter’s asset values, or their low earning power, or it may 
be due to the fact that the holding company secured a bargain when it 
purchased those shares. This discount is considered negative goodwill, 
capital surplus, or depreciation reserve, according to the facts in a given 
case.” ° 

The Securities and Exchange Commission requires a statement explaining 
how any such difference has been treated in the accounts. 


(8) There must be uniformity of classification of the accounts in the 
books of all the companies in the group. Unless this be observed the 
difficulty of compiling true consolidated statements is almost impossible. 


(5) Roy B. Kester, Advanced Accounting, pp. 668-669. 





Book Review 


“What the Figures Mean,” by Stephen Gilman, pp. 127, £1 (The Ronald 
Press Co., New York). 
The author of “Accounting Concepts of Profit,” possibly the most 


thoroughly enlivening and best written book of its kind in the English 
language, has written another work, “What the Figures Mean.” 

Mr. Stephen Gilman explains in the preface that, “This book has been 
written for people who want to understand and use business figures, but 
who have never had it explained that the way to do this is to enlist the 
aid of a few simple, easy methods of statistical analysis to bring out of 
the figures important meanings otherwise difficult to perceive.” 

The highlights of this informal book appear to the reviewer to be 
Chapters 7 and 8, which are respectively headed, “Prediction in Business” 
and “The Search for Standards.” 

In Chapter 7, Mr. Gilman argues that, “Even the business man’s balance 
sheet testifies to his engrossing concern with the future. Most assets 
represent not realisable values, but past costs incurred for future benefit 
and carried over to be applied against ¢he revenues of future periods. 

“Recognition of this pre-occupation with the future carries with it a 

realisation that the most essential qualification for good business manage- 
ment is the ability to predict.” 
_ Mr. Gilman not only pithily reminds us, in Chapter 8, that, “A standard 
is to the business man what par is to the golfer,” but he also concludes his 
thesis with this down-to-earth view, “In interpreting and using business 
figures, elaborate, overly refined or highly mathematical methods are 
unsuitable if for no other reason than that they are commonly rejected 
by practical men—.” 

The methods used by the author are not too crude when judged in relation 
to the general characteristics of most business data. 

_This is a valuable companion volume to Mr. A. A. Fitzgerald’s “Statis- 
tical Methods as Applied to Accounting Reports.” 
R. E. MASKELL. 
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Taxation Section 
Edited by J. A. L. GuNN, F.LC.A. 
Amounts ReceIvep “As or By Way OF RoyaLty’ 

The taxpayer, J. T. McCauley, was a dairy farmer who owned certain 
land upon which there were growing trees. On February 15, 1940, he 
entered into a written agreement to sell to one Thomas Laver the right to 
cut and remove the standing milling timber “at or for a price or royalty 
of 3/- for each and every 100 superficial feet of such milling timber s 
cut.” The purchaser agreed to cut and remove all the milling timber 
within 12 months and to pay the price or royalty under the contract monthly, 
The agreement provided for a minimum of interference with the property 
as a grazing property. 

The Commissioner of Taxation had included the amounts received in 
the vendor’s assessable income, and his action in so doing was upheld by 
the Board of Review. The question was then referred to the High Court 
at the request of the taxpayer under s. 196 of the Income Tax Assessment 
Act 1936-1941, the parties agreeing that the evidence taken before the 
3oard of Review should be accepted as the evidence in the appeal. 

Held (Latham, C.J., and McTiernan, J.; Rich, J., dissenting) : that the 
appeal be dismissed. 

Section 26(f) provides that the assessable income of a taxpayer shall 
include any amount received as or by way of royalty. Latham, C.J., was 
of the opinion that the moneys received by McCauley were royalties, and 
accordingly were part of his assessable income. He further stated that 
“even if the amounts received were the price of the goods sold (as in m 
opinion they were) they are nevertheless also royalties and were received as 
royalties as well as prices, and are therefore properly included within the 
assessable income of the taxpayer.” 

In the view of McTiernan, J., it is in accordance with the ordinary 
business usage of the expression to say that the taxpayer received the moneys 
which the sawmiller paid to him under the agreement “as or by way of 
royalty” notwithstanding that, when the milling timber was turned into 
“corporeal moveables” it was apt to describe the consideration as a price. 

A distinction was drawn by Their Honours between the present case, 
and the case of Thomson v. D.F.C. of T. (2), where a lump sum payment 
was received for all the timber of certain size on the land. In the latter 
case it was not suggested that the lump sum paid for the timber was a 
royalty, whereas the present case was decided on the point that notwith- 
standing that the consideration was a price for the timber, it was never- 
theless received “as or by way of royalty.” 

Rich, J., dissenting, considered *that, on the facts, there was a sale by 
the appellant of a capital asset at a price and, citing Minister of National 
Revenue v. Spooner (3), the nature of a particular sum does not depend 
upon the language in which the parties have chosen to describe it. 


(McCauley v. F.C. of T. (1944), 3 A.1.T.R. 67.) 


IMPROVEMENTS Upon LEASEHOLD PRropERTY — MEANING OF 
“TENANT RIGHTS” 

Hotel Kingston Limited was at all material times the lessee of land at 
Canberra on which it carried on the business of a residential hotel. Im- 
provements consisting of the addition of a wing to the hotel were completed 
by March, 1940, with the written consent of the lessor, the Commonwealth 
of Australia, given on February 28, 1939. The lessee claimed a deduction 
of £75 in its return of income for the year 1940-1941, representing 4 
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proportionate part of the expenditure thus incurred. The lease contained 
a covenant by the Commonwealth to accept a surrender of the lease, but 
disentitling the lessee in that event to compensation for any improvements 
upon the land, and a mutual covenant for a further lease, upon the 
expiration of the term, of the whole of the land if then available for 
leasing, or such part as is available. 

The lease, originally granted on August 7, 1935, was for a term of 99 
years, and was purchased by the taxpayer on August 7, 1936, together 
with the licence and goodwill of the hotel. The transfer of the lease to 
the taxpayer was not registered in the office of the Registrar of Titles at 
Canberra until April 15, 1940. 

Under Clause 19A of the City Area Leases Ordinance 1936-1938, sub- 
clause 2, the lessee of land upon which there are improvements is entitled 
at the end of the term to receive from the Commonwealth the value of the 
improvements if the lessee is not granted a further lease of the land or is 
granted a lease of part only of the land. 

The question for decision was whether the right given to a lessee by 
Clause 19A comes within the legal acceptation of the words “tenant rights” 
ins. 88 (2) of the Income Tax Assessment Act. 

Held (McTiernan, J.): that the improvements effected by the taxpayer 
were not improvements which were “not subject to tenant rights” within 
ihe meaning of s. 88 (2), and that no deduction was allowable. His Honour 
said: “the words (tenant rights) are in my opinion capable in their legal 
acceptation of applying to the right which any lessee has at the end of the 
jlease to receive compensation for improvements upon the land: and in 
s. 88 (2) they have, I think, a general application, not a limited and specific 
application to the rights of agricultural and pastoral tenants only.” 


(Hotel Kingston Limited v. F.C. of T. (1944), 3 AJ.T.R. 80.) 


Prorit-MAKING SCHEME 

The deceased taxpayer was a director of a company in 1927 when it 
was unable through lack of funds to buy vacant land adjoining its premises. 
The taxpayer with the full knowledge of his co-directors bought this land 
and subsequently he and his wife each purchased one of two neighbouring 
blocks. All three blocks were sold to a second company in July, 1929, and 
ilmost immediately afterwards the second company acquired all the shares 
in the first company. From the sale of the first block a net profit of £1,959 
resulted, which the taxpayer failed to include in his income tax return. 
The questions for the court to decide were: 


Whether the first block purchased by the deceased had been acquired 
for the purpose of resale, and, if so, 

whether the Commissioner vfas empowered after a lapse of 12 years 
to include the profit of £1,959 in an amended assessment. 


Held (Dwyer, J.) : that the purchase and sale of the land, including the 
two adjoining blocks, were part of a profit-making scheme, and that the 
profit of £1,959 was assessable income of the taxpayer; furthermore that 
there had been an avoidance of tax due to evasion, which was concluded 
by the opinion of the Commissioner, which the court was not the appropriate 
tribunal to review ab initio ‘Therefore the Commissioner had power to 
reassess and had properly assessed as income the profit of £1,959. 

Certain income returned by the wife was also challenged by the Com- 
missioner as being in reality the taxpayer’s income. The items in question 
were : 


s-- 


The profit of £355 on sale of the land purchased by the wife; 
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(b) interest on certain debentures accruing during the years 1930-1944 
inclusive ; 

(c) interest upon certain advances from 1930 onwards; 

(d) interest on certain Commonwealth Bonds from 1937-1941 inclusive, 


All the above items with the exception of (d) were paid to the wife by 
cheques which could not be dealt with except by her personal signature, 
but were deposited in the husband’s banking account, together with moneys 
received by the wife from other sources. Funds required for the wife's 
personal and domestic use or for investment were withdrawn and used by 
her whenever she required them. In every case the husband had investments 
in his own name with the same companies. 

The Commonwealth Bonds were kept in the husband’s deed box at his 
bank in an envelope superscribed with his name. About 1937 he crossed 
out his own initials and inserted those of his wife, evidently regarding that 
action as transferring the bonds to her. He also removed the interest 
coupons, and evidently used them for his personal benefit. 

Held, that the Commissioner’s claims in regard to the income returned 
by the wife failed, except as to the interest on the Commonwealth Bonds 
upon which the taxpayer was plainly assessable. 

Perpetual Trustees, Executors & Agency Co. (W.A.) (Executors of the 
Will of George Sturgeon Harvey, deceased) v. D.F.C. of T. (W.A.), 3 
A.1.T.R., 61.) 


Cost Price OF INVESTMENTS TO AN INVESTMENT-DEALING 
ComMPpANY Upon A RECONSTRUCTION 

A company was formed for dealing in investments. By 1930 the invest- 
ments had depreciated in value to the extent of £1,117,777. This deprecia- 
tion was an allowable deduction of 1930-31, and resulted in a loss which 
could have been set off against profits for the next six years, but in 
December, 1931, the company went into voluntary liquidation and two new 
companies were formed. The first, which was to operate as an investment 
holding company, took over the sounder investments, and the second, called 
Zevo Finance Co. Ltd., acquired the more speculative ones which it held 

The price paid for these speculative investments was 
equivalent to the cost price to the vendor company, viz., £1,029,958/15/4, 
although the market value was about £363,173/2/11. The consideration 
was Satisfied by the issue of shares in Zevo Finance Co. Ltd. to a nominal 
value of £620,030, together with liabilities taken over amounting to 
£409,928/15/4. The shareholdings were arranged so as to keep the 
interests unaltered by the reconstruction. 

The Crown contended that the investments should be entered in the 
books of the company at their market value. 

Held by the Court of Appeal (Lord Greene, M.R., and MacKinnon, 
L.J.; Luxmore, L.J., dissenting): that the company was ent:tled to enter 
the investments at their cost, which was £1,029,958/15/4. 

In delivering judgment Lord Greene said: “The respondents are a new 
entity, and their position cannot be affected for better or for worse by the 
fiscal history of the syndicate from whom they acquired their assets. Indeed, 
to say that the fiscal position of the syndicate ought in some way to be 
taken over by the respondents is merely another example of the ‘substance’ 
argument (earlier His Lordship had said that the Crown’s argument 
appeared to him as nothing but an attempt to revive the ‘supposed doctrine’ 
of substance and form. That argument, one had hoped, had been decently 
interred by the decision in /.R. Comrs. v. the Duke of Westminster (1936), 
19 Tax Cas. 490). However, its ghost still walks on occasions; and this, 


as stock in trade. 
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it appears to me, is one of them.’ It is not even consistent; for while 
asserting that the Revenue is entitled to insist on the respondents writing 
down their assets to an alleged (but, be it observed, wholly unproved) value, 
Mr. Stamp maintained with equal vigour (and this time correctly) that the 
respondents are not entitled to take over any part of the benefit of the 
depreciation which was carried forward for the relief of the syndicate 
during the six ensuing years. It is no doubt unfortunate from the point 
of view of the Revenue; but the result, as it seems to me, flows inevitably 
from the facts (a) that the respondents are a different fiscal entity from 
the syndicate, and (b) that they acquired the investments under a bona 
fide and unchallengeable contract. The consideration provided by the 
respondents for the purpose of that acquisition was a genuine consideration ; 
and the Crown’s attempt to attack it fails, in my opinion, both on the facts 
aud on the law.” 


(Craddock v. Zevo Finance Co. (1944), 1 All. E.R. 566.) 
MEANING OF LEASE 

A contract for the exclusive occupation of land for a determinate period, 
however short, constitutes a lease (/t. v. Morrish, 32 L.J.M.C., 245; per 
Griffith, C.J., m Landale v. Menzies (1909), 9 C.L.R., at pp. 100-101): 
“Woodfall (17th ed., p. 141) defines a lease as ‘a contract for the exclusive 
possession of land or tenements for some certain number of years or other 
determinate period’; and adds that ‘a licence to inhabit or enjoy, if it give 
an exclusive right to occupy, may have the same effect’” (per Barton, J., 
ibid, at p. 111). 

“A lease must be distinguished from a licence. If the effect of the 
instrument is to give the holder an exclusive right of occupation of the land, 
though subject to certain reservations, or to a restriction of the purposes 
for which it may be used, it is in law a demise of the land itself. If a 
person is merely given the right to use the land for certain purposes without 
exclusive enjoyment thereof, he is merely a licensee and has no estate.” 
(Hammond and Davidson’s Law of Landlord and Tenant in New South 
Wales (3rd ed.) at pp. 12-13; see also cases cited at those pages.) 

Ina lease of a theatre the lessee covenanted not to assign, demise, or other- 
wise part with the indenture, or any estate or interest therein, for all or 
any part of the term, to any person without the consent of the lessor, such 
consent not to be unreasonably withheld. There was a proviso for re-entry 
on breach of any covenant in the lease. At the date of the lease a refresh- 
ment contractor had the exclusive right to supply refreshments in the theatre. 
By a subsequent agrgement the lessee, who was therein described as the 
landlord, granted to the refreshment contractor, who was therein described 
as the tenant, the exclusive licence and right to use all the refreshment rooms, 
bars, smoke room, wine cellars, and offices, and the exclusive privilege of 
advertising and letting spaces for advert#sements in the said rooms. Held, 
upon the whole of the agreement, that there had been no breach of covenant 
by the lessee, so as to entitle the lessor to re-enter. (Edwardes v. Barring- 
ton (1901), 18 7.L.R., 169). “The lessee of the theatre was making a 
bargain with a refreshment contractor. The lessee was anxious to provide 
proper accommodation for those whom he invited to his theatre. For this 
purpose he needed some person to preside over and have the command and 
profits of the refreshment department. The mode in which the parties 
had contracted was really what caused the difficulty. But when the whole 
transaction was examined there was no doubt about the parties intended. 
It was obvious that the object was that one person should be exclusively 
the refreshment contractor, and the other, who was the lessee of the 
theatre, should have certain control and certain powers in dealing with that 
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part of the theatre which was reserved for refreshments. If that wasi 
the real meaning of the instruments, was there anything in the language 
used which prevented the execution of that intention? In His Lordship’s 
opinion there was not. The instrument was, most unfortunately, framed 
in the form of a lease, words being used more appropriate for the use of 
a lease than for an arrangement of this character. But still, when one looked 
at the whole and realised the relatton between the parties and that which 
both parties had done respectively with one another, the conclusion was that 
the interpretation arrived at in the courts below was correct—that there was 
nothing in the language of the instrument in question which prevented 
their Lordships from giving effect to the real intention of the parties 
The appeal therefore failed.” (Per Halsbury, L.C., at p. 170.) 

In 8 C.T.B.R. Cas. 41 the taxpayer was denied a sinking fund deduction 
under s. 88 (1) in respect of a sum paid on the assignment of a right to 
erect and maintain hoardings on a property. In 8 C.T.B.R. Cas. 42 the 
taxpayer was also unsuccessful in his claim for a sinking fund deduction 
in respect of a sum paid to the proprietors of certain picture theatres for 
the exclusive rights to sell confectionery, etc., in and about those theatres, 
In both these cases Edwardes v. Barrington, supra, was applied. 

The following is an extract from the judgment in C. of T. (N.Z.) 4, 
Kauri Timber Co. (1899), 17 N.Z.L.R., 696: “Technical words are not 
necessary to make a lease; any words sufficient to explain the intentions of 
the parties that one shall divest himself of the possession and the other shall 
come into it for a determinate time, whether they run in the form of a licence, 
covenant, or agreement, are of themselves sufficient, and will, in construction 
of law, amount to a lease for years as effectually as if the most proper and 
pertinent words had been made use of for that purpose.” 

In C. of T. (N.Z.) v. Kauri Timber Co., supra, the New Zealand Cour 
of Appeal held that the grant of a timber licence constituted a leasehold 
estate in land. The reason for this decision appears at page 711: “Although 
in most instances it (the document then under consideration) is in terms 
a grant of the timber, it may, in our opinion, in every instance, looking a 
the document as a whole, be properly described as a grant of the exclusive 
right to enter upon land and to cut the timber thereon. All the other rights 
and privileges granted are ancillary to this. Such a right is a grant of2 
leasehold interest.” 

It would appear from the last-mentioned extract from the judgment 
C. of T. (N.Z.) v. Kauri Timber Co., supra, that the court took the view 
that the document under consideration conferred the exclusive right ti 
possession of the land. It may be that similar and other licences granted 
in Australia do not confer such exclusive right to possession, and that, there 
fore, they are not leases within the meaning of the Commonwealth Income 
fax Assessment Act. Care should therefore be exercised in applying tht 
decision in C. of T. (N.Z.) v. Kauri Timber Co., supra, to timber and other 
licences granted in Australia. 

As previously stated, a contract for the exclusive occupation of land for 
a determinate lease, however short, constitutes a lease. In Nell v. Long 
bottom (1894), 1 Q.B., 767, it was held that a councillor was disqualifiei 
for granting a lease to a council, the transaction in question being the letting 
of a polling booth for one day. 


TAXATION OF INTEREST ON GOLD Dottar Bonps 


The plaintiff, since December 24, 1929, had been the holder of gol 
dollar bonds issued on behalf of the Commonwealth of Australia in tht 
United States of America. By the bonds and interest coupons the Com 
monwealth undertook to pay the bearer the principal sum and _ interes! 
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“without deduction for any taxes now or at any time hereafter imposed 
by the Commonwealth of Australia or by any taxing authority thereof or 
therein.” 

All interest due was paid to the plaintiff without any deduction for income 
tax, but was included as part of his assessable income under the Income 
Tax Assessments Acts of 1922 and 1936 as amended. Whilst not disputing 
his liability to pay income tax, the plaintiff contended that the demand for 
ii was made in breach of the contract contained in the bonds and the 
coupons. He therefore claimed damages against the Commonwealth equal 
to the additional income tax payable by him by reason of the inclusion of 
the interest in his assessable income. 

By way of case stated under s. 18 of the Judiciary Act 1903-1940, the 
following two questions were submitted to the court: 

(1) “Whether by the bonds the defendant promised the plaintiff as holder 
that the interest, after having been paid to him in full, would not form 
part of his assessable income for the purpose of Federal income tax within 
the meaning of the Federal Income Tax Assessment Act 1922, and the 
Federal Income Tax Assessment Act 1936, as respectively amended, or any 
other Income Tax Assessment Act thereafter to be enacted, although he 
was a resident of Australia and liable as a taxpayer within the meaning 
of those Acts.” 

(2) “In the event of the first question being answered in the affirmative, 
whether the plaintiff.is entitled to recover from the defendant by way of 
indemnity or as damages the additional amounts of income tax which 
the plaintiff has become liable to pay or has paid by virtue of the inclusion 
of such interest as part of his assessable income derived during the years 
ending June 30, 1932, to June 30, 1942, inclusive, under the provisions of 
the Federal Income Tax Assessment Acts 1922 and 1936, as amended.” 

Held (Rich, McTiernan and Williams, JJ.; Latham, C.J., and Starke, J., 
dissenting ) : that the first question stated be answered in the affirmative. 

Their Honours decided not io answer the second question, Latham, C.]., 
because it was unnecessary in view of their decision upon the first question. 
Rich, McTiernan and Williams, JJ., referred to the constitutional position 
whereby a promise by the Executive Government does not bind the legisla- 
ture. Rich, J., considered that an action brought in Australia against the 
Commonwealth to recover tax lawfully imposed but operating in derogation 
of an execufive warranty must fail because the warranty could not lawfully 
be given. 

McTiernan and Williams, JJ., found it unnecessary to pursue the second 
question in view of the attitude adopted by counsel for the Commonwealth 
that if the first question were answered in the affirmative the Common- 
wealth desired to honour its contractual obligations to the full. Williams, 
J., applying the maxim generalia specialibus non derogant stated that it may 
well be that the general Acts of 1922 and 1936 do not override the particular 
exemption contained in the bonds. 


(Magrath v. Commonwealth of Australia (1944), 3 A.J.T.R., 39.) 


New Soutu WALEs State Income Tax 
Exemption of Income Derived by Rural Co-operative Socicties— 
Whether Butter an Agricultural Product 


The decision in Producers’ Co-operative Distributing Society Ltd. v. 
C. of T. (N.S.W.), reported in the December Journal, p. 435, has now been 
armed by the High Court. The company has announced its intention 
of appealing to the Privy Council as there seemed no doubt, said the 
chairman at the annual meeting, that the Legislature intended to give the 
c 
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benefit of tax relief to producers who formed co-operative societies such 
as the P.D.S. 
FuND FoR PuBLIC CHARITABLE PURPOSES 

Section 23 (e) of the Commonwealth Income Tax Assessment Act 
exempts, inter alia, the income of a “charitable institution.” Section 23 (j) 
ii exempts the income of a fund established by will or instrument of trust 
for public charitable purposes. It was decided in a recent English case that 
a bequest of real and personal estate to trustees upon trust to apply the 
same to the medical profession for the furtherance of psychological healing 
in accordance with the teaching of Jesus Christ was for the furtherance 
of medical education which is a valid charitable object. 

Lord Greene, M.R., in delivering the judgment of the court, said: “. ., 
It is not, and, indeed, it could not be, disputed, that medical education is a 
good subject-matter of charity, nor can it be disputed that medical research 
and the general improvement of the medical art is a good charitable purpose. 
.. . If one takes medical healing in general, it may be that there is some 
very unusual case which it is desirable to study in the interests of the 
medical art. The mere fact that an individual suffering from that disease 
benefits from the treatment that he received does not mean that the study 
of that disease in the course of treating that patient is something which is 
outside a charitable purpose. One, at any rate, of the principal ways in 
which diseases can be studied, and the art of healing furthered, is by the 
treatment, study and recording of individual cases, and it is quite irrelevant 
that the individual patients may benefit.” 

(Re Osmund (deceased), Midland Bank Executor and Trustee Co. Ltd. 
v. The Attorney-General and Mason (1944), 1 All E.R., 262.) 

PREMIUM RECEIVED FROM ARTICLED CLERK 

The appellant, who carried on business in the Union of South Africa 
as a quantity surveyor, received during the year of income certain premiums 
from clerks articled to him. He contended that these premiums constituted 
receipts of a capital nature. Held that the premiums were in the nature 
of fees for instructing clerks, and must be considered as part of the profits 
of the business carried on by the appellant as a quantity surveyor. 

(1.T. Cas. 134 (1928), 4 Sth. Afric. Tax Cas., 200.) 

It is considered that such premiums are assessable income of the year of 
receipt, irrespective of the period for which articles are given. 


WHETHER PENALTY FOR LODGMENT OF FALSE INCOME TAX 
RETURN 1S ADDITIONAL INCOME TAX 


The taxpayer, Tilley, was convicted in 1939 by the Court of Petty 
Sessions, Melbourne, under s. 76 of the Victorian Income Tax Act 1928, 
of having avoided income tax by making a false return of his income for 
the year ended June 30, 1936. He was fined £60 and costs, and ordered 
to pay to the Commissioner double the tax avoided, computed at £679/14/6. 

He was similarly convicted in 1939 under s. 213 of the Victorian Income 
Tax (Assessment) Act 1936, with regard to his income for the year ended 
June 30, 1937. He was fined £100 and costs, and ordered to pay a sum 
of £500 to the Commissioner of Taxes by way of penalty. 

The questions for decision were whether the taxpayer was entitled to 
deductions of the amounts of £679/14/6 and £500 in the calculation of his 
Federal taxable income for the income year ended June 30, 1939. 

Held (Starke, J.): that the amounts were paid as fines or penalties for 
offences, and not as a tax or an additional tax upon income. No deduction 
could therefore be allowed. 


(Tilley v. F.C. of T., 3 AJI.T.R., 76.) 
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VALUATION OF TRADING STOCK 
The Editor, 


The Australian Accountant, 
Melbourne. 


Dear Sir, 

Relative to references made in the September and October, 1944, issues 
of The Australian Accountant under this heading, I should like to add the 
following remarks : 

The basis to be adopted for valuation of stock on hand is of vital import- 
ance in the case of a retailer who finds the value of his merchandise 
diminishing because commodity values are falling. 

A considerable decline in values is likely to happen when the European 
war is finished, because there will be a greater supply of better quality 
stock available. This probability causes retailers to pay more attention 
than usual to the methods adopted for valuing stock on hand. 

According to Sec. 31 of the Commonwealth Income Tax Assessment Act, 
stocks must be valued at: 

Cost Price, 
Market Selling Value, or 
Replacement Cost. 

These bases of valuation call for the listing of stocks under three head- 
ings, and the value adopted will usually be the least. No satisfactory 
valuation is provided, because these alternatives do not give effect to 
necessary mark-downs on goods remaining in stock. 


Take the following examples: 
A buyer has a number of items (odd sizes and colours) left over at 


the end of a season, which he decides to mark down by 50 per cent. 
Assume that this merchandise was originally marked at 45 per cent. on 
cost. The new selling price would then be below cost. 

A buyer has 500 garments which have become unfashionable, and he 
decides to clear them by reducing the present selling price from 30/- to 
£1 each. Cost is £1 per garment. 


In both cases the selling price of the stock would be marked down before 
stocktaking, and it would be carried over for disposal next season at the 
new selling price. At this stage commercial practice requires that a new 
“cost price” be determined so that the next season may earn a normal 
rate of gross profit on the sale. In other words, the loss due to writing 
down the value of the stock should fall upon the period in which it accrues, 
ie., when the odd sizes are left or the garments become unfashionable. 

The importance of not carrying forward stock which does not include 
a margin in its selling price to cover the cost of the sale and profit thereon 
need hardly be stressed. Gross profit should be struck only after taking 
into consideration the effect which a decline in values has on the earning 
capacity of the unsold stock. 

The Treasury Department in America accepts as a basis for the cal- 
culation of gross profit the valuation of stock according to the ‘Retail 
Method of Merchandise Accounting.” In this country there is no general 
acceptance of this system, nor is it authorised by the existing income tax 
legislation. 

The “Retail Method of Merchandise Accounting” offers one advantage 
of far-reaching importance—it shows at any time the effect on the gross 
profit of the mark-downs on goods remaining in stock. The following is 
an outline of its operation: 





THE AUSTRALIAN ACCOUNTANT FEB. 


Retail Sales amount to £9,000. 

Opening Inventory .. .. .. .. Cost £4,800 Selling £6,000 

EE Sir od, Oe Vigg ak igh » 12,000 1“ 16,000 

Chose Stock ..0 05 1. as ce € 9,800 — 

Mark Downs Taken .. .. .. — 1,000 

Under Present Arrangement 
Trading Account 

Opening Stock .. .. .. £4,800 aera sl 
a. eee Closing Stock .. .. .. .. 9,800 
Gross Profit .. .. .. .. 2,000 


£18, 8( 0) 


Gross Profit = 22.22% of Sales. 
Retail Inventory Formula % of 
Cost Retail Mark Up 
CO ee £6,000 20.00 
DE fs e704 Ge-Ce ee sees Gace Ae 16,000 25.00 





£16,800 £22,000 23°64% 





a i oe a ae, ae. ie £9,000 
I EIR a eri og tegen Sate; Gta “alan “Gla “Gre 1,000 


£10,000 


Retail Value of Closing Book Stock == £22,000 
—— £1200 


Less 


The Cost Value of the Closing Book Stock equals 76.36% 
of £12,000 — £9,163. 
Trading Account 
Opening Stock .. .. .. £4,800 eee ae a 
Purchases .. .. .. +. «- 12000 Closing Stock .. .. .. .. 9,163 
Crens Perelt .. .. ws « Eee 


ne t®,165 


Gross Profit —= 15.14% of Sales. 


In the foregoing example the gross profit for taxation purposes would 
have been unjustified to the extent of 7.08%. 

In the case of the buyer who wrote down his garments from 30/- to 
£1 each—these will be valued along with his other stock as per formula, at 
15/3, and therefore a potential mark-up of 4/9 is created in respect of 
stocks carried forward. Stock depreciation is taken automatically when 
the mark-down is recorded. There is no better method in the writer's 
opinion of keeping the valuation of stock on a current basis. 

If “the remedy lies in the amendment of the Act,” and if “a similar 
proviso were made as in the case of Sec. 32” as suggested, it is my opinion 
that our Income Tax Laws would do far more justice to the Retailer. 
It is to be hoped that those who frame the Income Tax Laws will see that 
the fault lies “in our laws rather than in our stocks,” and that they will 
recognise the need which has long since been recognised by Taxation 
Authorities abroad. 


—GERALD H. GREGORY. 
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Normal Capacity 


By Lesiie W. IRWIN, A.F.1A., A.A.LS., A.C.A.A, 

One of the most important aspects of Cost Accountancy is the estimation 
of normal capacity in production in order to ensure an adequate analysis of 
costs. During the last decade the usual approach to this subject has been 
made upon a basis of machine capacity. In fact, this aspect has been unduly 
emphasised, without giving regard to many other factors which would limit 
the capacity of an organisation. The usual method is to assess the machine 
capacity upon a basis of working days or working hours. Probably this 
approach has been caused by the fact that Cost Accountancy is usually 
allied to the manufacturing industries, but in more recent years attention 
has been placed upon the application of Cost Accountancy in distribution 
organisations. This new field, which the Americans have brought to a very 
fine art, has indicated to us that the application of the approach to normal 
capacity cannot be applied. 

It is the purpose of this article to point out those other factors which 
may influence the capacity of an organisation other than the capacity of a 
machine to produce articles of commerce. War-time production has also 
emphasised these factors and, whereas, in normal periods, certain of them 
would pass unnoticed, the manufacturer has been faced with the position 
of having machines, whilst his capacity is limited by other factors. 

One of these factors with which he has been faced we may term as 
“material capacity.” In this particular instance an organisation has been 
faced with the definite shortage of adequate material. His machines have 
been set ready to work, but, unfortunately, have often had nothing to work 
upon. This factor may easily upset the calculations of a Cost Accountant, 


and it is closely allied with the functions of production control, but this is 
only a comparatively recent innovation in industry and is not yet established 
in all manufacturing organisations. Hence, we have the position arising 
where men have been told to go slowly until new material arrives, or in some 
cases machines have had to be stopped. 

The next factor which also would limit the capacity of an organisation 


, 


may be called “labour capacity.” This is an important factor in industry. 
In pre-war time, the training of skilled men varied according to the ability 
of industry to absorb those being trained, but since 1940 the acute position 
has arisen whereby there has been a lack of skilled men due to enlistments 
and the abnormal demand by industries. So much so has this factor limited 
production that, in engineering and other industries, a scheme has been put 
in force whereby the skilled labour has been diluted by trainees. These two 
factors, it will be realised, can effect normal capacity, and should be recog- 
nised by the Cost Accountant. It will be appreciated that in the dilution 
of labour, output would be considerably reduced despite the fact that as 
many men as necessary are engaged upon the work in hand. 

We can now turn and ‘consider another aspect which would affect the 
normal capacity of an organisation. For the want of a better term we may 
call this the “financial capacity” as it denotes that, although an organisation 
may have sufficient material and labour, its financial structure may be such 
that it is not in a position to undertake more work. This may sound 
paradoxical, but even in large organisations, which have been called upon in 
recent years to carry out immense contracts upon munition works, it has 
been found that without some form of financial assistance, the organisations 
would not have been able to carry out their undertakings, even although they 
sacrificed or turned from their normal civilian production. This assistance 
has been necessary for many reasons, e.g. (a) the necessity to erect further 





58 THE AUSTRALIAN ACCOUNTANT FEB. 


buildings; (b) in order to purchase plant and materials; and (c) in order 
to provide working capital so necessary to meet current costs. We may 
thus visualise quite easily that a rapidly expanding firm would have con- 
siderable “growing pains” when passing through this period, and, even in 
normal times, examples are not unknown of organisations which, having 
reached the limit of their variable expenses, have been compelled to restrict 
production because taking more orders would involve them in increased 
fixed expense necessitating financial arrangements which may not be readily 
obtainable. Thus, a Cost Accountant has also to consider his organisation’s 
financial capacity when seeking increased production. He can prove a very 
valuable man to the directors of an organisation with which he is connected 
by indicating to them their financial capacity and advising them of the 
increased fixed expenses involved in any expansion programme which has 
been mooted. His weapons of control are, of course, the use of the budget. 

Another factor which would limit capacity, but which is not so often 
met with, is “market capacity.” This is really a capacity or limit brought 
about by the inability of demand to absorb more production. It will be 
most readily met with in industry as a group as distinct from that of an 
individual organisation. This position may be met, however, by research into 
consumer markets out of which technical advances of the product will bring 
about increased consumer demand. It is more evident in those industries 
which are declining, that is where consumer demand is changing. It will 
be realised that an individual organisation within such an industrial group 
will find difficulty in obtaining adequate orders to maintain normal capacity. 
A notable example of such conditions has been seen in the change from the 
horse and buggy to the motor car. Here, the Cost Accountant’s problem is 
the reverse of that previously mentioned. He is compelled to show in his 
figures the effects of these conditions and to point out where economies may 
be exercised. In fact, he should be able to draw attention to the decline from 
time to time and its effect upon costs. He must also indicate where economies 
can be exercised and how the situation can be met. 

The success or otherwise of meeting these changing conditions would 
depend upon the Cost Accountant’s familiarity with the factor of marginal 
income. He may quite easily be in the transition period between high and 
low marginal income groups. By this is meant that his break-even point 
may alter. The Cost Accountant is called upon to show the management 
what is taking place and how the changing conditions can be most effectively 
met. He will be required to budget future income, estimating the relation- 
ship of “fixed” expenses to “variable” expenses, and his paramount duty is 
to ensure that the ratio between these two important elements of cost is 
balanced in accordance with the industrial group in which he is situated. 
He may even be asked to indicate the effect of the organisation branching 
out into a new field of industrial activity. This position may require the 
disposal of some plant and the acquisition of other types of machinery. 

The emphasis, which has been placed upon machine normal capacity, has 
been one of the factors whereby Cost Accountancy has become allied and 
known as industrial accountancy, but costing is not limited to manufacturing 
industries alone. It embraces every field of commerce and can be of as 
great advantage to those engaged in distribution as it is to the industrial 
organisation. Costing must be carried into every sphere of commerce. 
The United States of America have led the way by its introduction even 
into banking which is thought in this country to be hardly a sphere for the 
Cost Accountant. The distributor of the manufactured article is as interested 
in costs as the manufacturer himself, and he is affected by as many factors. 
The Cost Accountant has an economic function in the community and he 
should apply it to all phases of business activity. 
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The Precis System 


COMPLETE CONTROL OF CORRESPONDENCE 
By Desmonp J. HARKIN 


THE PROBLEM 

Progress throughout the ages has been the result of overcoming difficulties 
—of solving problems—by the continual application of that attitude of mind 
which is forever asking of the status quo, “Has it got to be like that?” In 
business, as in every other field of activity, problems arise and their solution 
means progress. Undoubtedly one of the most irritating of the many prob- 
lems of an office manager is the effective control of correspondence, the 
handling of inward mail in such a way that the following results are achieved : 


(a) that mail is promptly forwarded to the officers concerned ; 

(b) that the time of the officers is not wasted perusing correspondence in 

which they are not interested ; 

(c) that all mail is effectively dealt with by the appropriate person ; 

(d) that some responsible authority can tell at a glance what action has 

been taken on any particular piece of correspondence ; 

that any particular article of inward mail can be located within the 
office system at a moment’s notice; 

that even after it has been finally dealt with, the correspondence is 
filed in such a way that it can be easily located ; 

that without making and filing copies under such headings all corres- 
pondence on any particular topic, or from any particular firm or 
person, can be readily gathered together. 

At first glance the above requirements outline a problem that must have 
presented itself to many organisations—the need of a system that will fulfil 
all the above conditions without in itself becoming cumbersome. And un- 
doubtedly this need is aggravated by the following factors: 

(a) the volume of inward correspondence ; 

(b) the number of topics covered by such correspondence ; 

(c) the number of people who must have access to it; 

(d) the degree of dispersion or of proximity of such persons. 

Such a problem arises in any business and it has arisen and been solved in 
one of the sub-divisions of the “biggest business in the Commonwealth,” the 
Ministry of Munitions. In the Ordnance Production Directorate—the sub- 
division in question—the problem arose with all its worst features exag- 
gerated, and its solution is known as the Precis System. In principle this 
system is simple; in practice it is most effective, and its extensions and 
ramifications have proved of inestimable value in economies of time and 
energy. The principle of the Precis System can be applied to any business, 
but for the purpose of illustrating its! operation it will be useful to describe 
its functioning within the Directorate of Ordnance Production, and to do 
this a brief description of the organisation and activities of this Directorate 
will be necessary. 


THE ProBLEM ILLUSTRATED 


This Directorate or section of the Ministry of Munitions was set up to locate 
or establish productive capacity for equipment required by the fighting ser- 
vices—equipment known as “ordnance,” which to the civilian generally calls to 
mind “‘guns,” but which in reality comprises all types of equipment ; weapons 
of all calibres, and their associated stores; engineering equipment from cranes 
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to crow-bars ; optical equipment from range-finders to pocket periscopes, and 
all the paraphernalia required for mechanised warfare—in short, “anything 
you can’t eat in the Army is ordnance.” So that when a service requirement 
exists for any such equipment, O.P.D. (to use the initials of this Directorate) 
undertakes to find someone to make it—or part of it—until finally a source 
of supply is set up and the requirement satisfied. A glance at the “List of 
Projects” handled by O.P.D. shows: 
131 “A” projects which are essentially weapons or items closely asso- 
ciated therewith. 
356 “M” projects which are required in the mechanisation of the 
Department of the Army and other services. 
363 “OS” projects which are requirements from other services only. 
74 “T” projects which comprise all projects which are mounted on 
trailers ranging from mobile hospitals to water carts. 
22 “V”’ projects which are vehicles, armoured and otherwise. 
106 “KK” projects which are the agricultural equipment recently de- 
cleared “munitions.” 


This will give some idea of the vast range and complicated nature of topics 
covered by correspondence received by the Directorate and the necessity for 
some codified system of control. 

Every project is allotted for supervision to a Project Supervisor, a man 
with technical training whose function it is to investigate industrial capacity 
and, having located same, to supervise and assist the contractor in all 
technical matters such as material supplies, drawings, modifications, alterna- 
tive methods of manufacture, sub-contracting, or obtaining machine tools 
Project Supervisors are grouped into divisions of related projects—thus we 
have: 

1. Field Ordnance and Small Arms Division. 

Engineering Stores Division. 

Optical Division. 

Electrical Division. 

. Agricultural Division. 

6. Fighting Vehicles and Trailer Equipment Division. 

In addition four other divisions exist to assist the production divisions in 

their work, and these are: 

1. The Engineering Division, which renders assistance in production plan- 
ning, material estimates, tool and gauge design, equipment design 
and machine tool procurement. 

The Technical Information Division, which, with its library of tech- 
nical data and books, its contacts with similar organisations in other 
Directorates and overseas, and its complete file of all drawings of all 
projects handled, provides all that its name implies. 

Thé Tropical Proofing Division, whose function it is to see that all 
equipment produced is suitably proofed and packed for use in all 
ranges of temperature and humidity. 

The Progress Division, whose function it is to act as the amanuensis 
for all the “technical blokes” and to put through methodical channels 
all receipt of orders, recording of same, alf amendments and altera- 
tions to them, to issue from the Directorate all recommendations as 
to suitable contractors, and to implement the placing of firm orders 
on them. As part of its duties this division maintains records of 
production against orders, prepares statements of production status 
for the Services ordering, and arranges for the procurement ot 
drawings necessary and of certain materials. 





1945 THE AUSTRALIAN ACCOUNTANT 61 


Supervising the operations of all these divisions, attending to matters of 
policy, finance, staffing, etc., is the ddministrative Division, consisting of the 
Director, the Deputy Director and his assistants. 

As the total staff of all these divisions numbers over 300 persons and the 
ten divisions are spread over thirteen floors in three neighbouring city build- 
ings, and the daily inward correspondence averages 200 letters covering any 
or all of the 1,052 projects, the magnitude of the control provided by the 
Precis System can be realised. Practically every letter will be from a 
different source from the others received in the same batch of mail, will deal 
with a different topic, will require the attention of a different officer in a 
different division, and so its routing through the Directorate will be different. 

THE SOLUTION TO THE PROBLEM 

And now to describe the actual operation of the Precis System and show 
how it achieves all those most desirable ends despite all the inherent diffi- 
culties. 

Upon receipt at the Directorate each letter, report, telegram or communi- 
cation of whatever sort in writing is given a face sheet called a “Routing Slip” 
(see illustration 1). This has a gummed margin along the left side at the 
back for attachment to the letter and is immediately stamped with the date 
of receipt. The project number is then inserted in the appropriate space. 
This is done by reference to the subject matter of the letter, by order numbers 
referred to therein, or by the outward correspondence to which it refers. If 
it is an entirely new project, then this space is left blank until the Progress 
Division determines under what eategory the type of equipment falls and it 
is tl allotted a new “A,” “M,” “OS,” T.” “V,” or “K,” number in 
numerical sequence. 

Next the names of the officers or the divisions who will peruse the letter 
are inserted in the space provided. In this the Routing Officer will be guided 
by (a) the project concerned, (b) the text of the letter. 

The routing slip having been marked as stated, the letter is handed to a 
typist who, having read it, must be competent enough to make a precis 
thereof. This precis she types on to a wax sheet for duplicating purposes 
and allots a precis number in numerical sequence, which she enters on to 
the routing slip. 

The origin of the letter, its date, and the names of the officers to whom it 
will be routed in the Directorate are all entered on the wax sheet. When a 
foolscap wax sheet has been completed it is duplicated and copies circulated 
to the Master Precis Keeper and to the various divisions. Four copies are 
printed on to gummed paper for a purpose described later. A specimen of 
uch a foolscap page ig shown in illustration 2. (Note: Examples are all 
hctitious. ) 

The mail is then taken to the Central Correspondence Section where the 
Master Precis is compiled by binding the foolscap pages in a folder clearly 
labelled with the precis numbers contained therein, say 63001-64000. A 
miniature date stamp is then brought into use and on the Master Precis the 
date is entered under the name of the first officer or division to whom the 
letter is routed. The mail is then sorted according to divisions and a 
messenger distributes it to the Correspondence Officers in the divisions. 
These officers are provided with duplicated copies of the precis sheets’and on 
receipt of the mail turn up the precis numbers concerned and with a date 
stamp mark the mail “in” by stamping the date under their division’s name 
on their precis sheet. If more than one officer in the division 1s required to 
see the correspondence this is recorded in the space left below each precis on 
the precis sheet thus: 

Smith 26/7 Jones 26/7 Brown 27/7 


suc 
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When the officer concerned has decided what he wants done about the 
subject matter, he may do it himself—or on the routing slip request action by 
another officer or division. He then signs it off in the space provided, and 
places it in his “Outwards” basket, from which it is cleared by his Divisional 
Correspondence Officer, who marks it “out” on her precis sheet by date 
stamping the officer or division next named thereon. From the Divisional 
Correspondence Officer the mail is cleared back to the Central Corres- 
pondence Section who, with the date stamp, marks it “out” on both the 
Master Precis sheet and the routing slip to the next officer concerned. The 
process is then repeated—mail sorted into divisions, cleared from ‘Central 
Correspondence” and Master Precis to “Divisional Correspondence,” at- 
tended to and re-routed, until appropriate action has been taken, whereon it 
is “finalised” in the space provided on the routing slip by the chief officer 
concerned. This means that all movements of the letter are recorded on the 
routing slip attached thereto, as are all actions taken with regard to its 
_content. After finalisation the mail is finally submitted to the Controller of 
the Directorate or his deputy and then on the Master Precis is recorded the 
filing location of the letter. 

Perhaps the best illustration of the system may be given by showing the 
records for one particular precis as they could appear in each division. 
Taking Precis No. 63305 of the fictitious samples, the routing slip would 
appear as in Illustration 3. 

In Progress Division the precis record would appear as follows: 





Dept. of Army | 31/5/44 Army Order No. FV.6436 for 25 KVA | 

Alternator Sets — 65-No. 

PROGRESS ELECTRICAL TROPIC CONTROLLER M31 63305 
1/6/44 2/6/44 6/44 folder 1A 


5/ 
3/6/44 A. Croft 1/6 L. Jones 1/6 E. Xavier 3/6 7/6 





signifying that the letter was received on Ist June, was recorded by A. Croft 
and L. Jones on that date, and cleared to Electrical Division on 2nd June. 
On 3rd June it was returned to Progress Division for the raising of an 
order. This being done by E. Xavier it was cleared to “Tropic Proofing” 
Division on 5th June. On 7th June it was sent to Progress Division and 
filed in folder IA of M31 files. 

In Electrical Division’s records the notations on the precis book would be 
as follows: 





Dept. ‘of Army 31/5/44 


~ Alternator Sets —65-No. 
| PROGRESS ELECTRICAL TROPIC CONTROLLER M31/ 
3/6/44 2/6/44 
6/6/44 L. Mashin 2/6 6/6 





This shows that it was received in Electrical Division on 2nd June and 
after attention by L. Mashin was cleared back to Progress Division on the 
3rd. After being routed to Tropic Proofing it was returned to Electrical 
Division for finalisation by the Supervisor. 

Similarly, it would be marked “in” and “out” of the Tropic Proofing 
Division and the Master Precis recording all these movements would be as 
follows : 
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Dept. of Army 31/5/44 Army Order No. FV.6436 for 25 KVA 


~ Alternator Sets — 65-No. 
PROGRESS ELECTRICAL TROPIC CONTROLLER M31/63305 
1/6/44 2/6/44 5/6/44 6/6/44 
3/6/44 6/6/44 
7/6/44 for 
filing 








In this way is achieved all those desirable features of correspondence 
control set out in the earlier part of this article, and the feature that must 
appeal to all is that any piece of correspondence can be readily located at a 
moment’s notice, for a ‘phone call on the 3/6/44 to the keeper of the Master 
Precis quoting the number concerned, thus “Precis 63305,” would be 
answered by “Progress, to-day.’ A call to Progress Division’s corres- 
pondence officer would show that Mr. Xavier was in possession of the letter 
and in the process of placing the order request. Be it noted that the precis 
number must be quoted at all points—it becomes the key that opens the way 
to the trail of the letter. The methods of finding the precis number of a 
particular letter depend on the extensions and ramifications of the Precis 
System. 

EXTENSIONS OF THE PRECIS SYSTEM 
1. Cross Indexing 

Going back to the original wax sheet of the precis pages it will be recalled 
that some copies were duplicated on to gummed paper. Taking one copy of 
these, the pages are cut into strips, with one precis of a letter on each, and 
these strips are sorted, with the aid of a modern mechanical sorting device, 
under various headings. Thus from one copy, all precis of correspondence 
from a particular source, say Department of Army, are put together, and 
then sorted numerically (which incidentally puts them into the order of the 
date of their receipt). They are then pasted in this order into a loose-leaf 
binder. From another copy of the precis pages all precis of correspondence 
on a particular subject, say “Searchlights,” no matter from what source, are 
grouped, sorted numerically and pasted in that order into another loose-leaf 
bindet. These two loose-leaf folders become the index of every piece of 
correspondence under two headings— 

(a) Source of Origin of Letter. 

(b) Subject or Project of Letter. 

So if an officer wants a letter vaguely described as being “from George 
Washington about last June” all that need be done to locate it is to turn 
over the loose-leafed precis slips of George Washington’s letters received 
about that time and the precis number of the letter in question will be found. 
The Master Precis will give its location—whether still en route or where 
filed. If the vague executive wants “a report on Owen Gun Spares—came 
in last March,” then the precis slips of all correspondence on that project 
for March will be perused until the precis number of the required report is 
discovered and the report itself located as directed by the Master Precis. 

Of course if the executive is even more vague—not knowing either the 
source of the letter or the subject matter to which it applied, but only knows 
that “early last year someone wrote in asking for permission to use Hynicro 
instead of Nicromax on some job or other,” then the only course open is t 
look through the Master Precis without the help of the cross indexes of 
“Source” or “subject,’”’ and so in time locate the required letter and find what 
was done about it. But even this is preferable to wading through files of 
the actual letters received over that period. 
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2. Tickler Filing 

It will be noticed that the routing slip attached to each letter has on its 
upper left-hand corner a space labelled “Tickler File,” the purpose of which 
is to provide for the return of a letter to a certain officer on a stated date, 
It may be that an officer cannot answer a given letter immediately from any 
of the following or other causes: 

(a) his absence from work either on leave or interstate on business; 

(b) pressure of higher priority work; 

(c) lack of information at the moment; 

(d) matters of policy. 

3ut rather than hold such a letter in his file of “pending” letters 
indefinitely, when other officers may be required to see the letter and record 
information therefrom, the officer in question (or in his absence, his assistant) 
enters in the appropriate space on the routing slip his name and the date on 
which he requires its resubmission for his attention. 

When the letter reaches the Master Precis this request for resubmission 
is noted by making an entry similar to the following in an ordinary diary: 





Monday 


September 3rd 


694763 


Simpson 





The letter then goes on its way as per its routing slip and on the 3rd of 
September the diary entry reminds the Master Precis Keeper that Mr 
Simpson requires Precis 694763—the Master Precis indicates its present 
location, it is retrieved and resubmitted to Mr. Simpson who now being in 
a position to act in the matter, does so—and initials the routing slip opposite 
his name ort the Tickler File portion to indicate that it was resubmitted as 
requested. 

This Tickler filing proves of great benefit when officers are absent interstate 
for a day or two. Their subordinates instead of “holding up the works” by 
keeping letters in their possession and trusting to memory to remind them 
to “tell the chief about so and so” can safely leave it to the Tickler File 
Extension of the Precis System to ensure that it is brought to the officer's 
notice on his return. 


3. Follow Up 

It is obvious that the date stampings on the Master Precis and the routing 
slip indicate the length of time that has elapsed since a letter has been routed 
to any officer or division. This enables an accurate check to be taken of 
the time lag in the handling of correspondence—and fixes the responsibility 
definitely on a division or person—for all bottlenecks wear collars, or skirts. 
The existence of this check has a tonic influence on all persons handling 
correspondence, tending to accelerate its movement through the Directorate 

In addition a system of “Reminders” has been set up. If the Master 
Precis shows that a certain officer has been holding up a letter for more 
than two days a duplicated note as follows is routed to the offending officer: 





Mr. McDonald LETTER No. 69473 11/9/44 

The Standard Practice sets down a maximum time of two days for Divisional 
attention before forwarding to the next party. The letter quoted above has been 
with you four days now, and it is requested that it be cleared from your Division 
immediately, and steps taken to prevent a repetition of delay in handling 
correspondence. 

If you are awaiting information, you are reminded that the Tickler File system 
will care for the return of the letter to you on a set date. 
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4. Officers Advised Simultaneously 

By sending duplicate copies of the pages of the Master Precis as they 
are printed to all Divisions, any officer can inform himself of what mail has 
been received, and decide if he wants to peruse any of particular interest to 
himself. A statistician may be waiting on a figure included in a production 
report forwarded in the first instance to a production engineer, By perusing 
the pages of the precis he can be almost immediately advised of its arrival, 
and locate it readily. In the case of inward telegrams, duplicate copies are 
made immediately, and while the original with its routing slip and precis 
number is forwarded direct to the officer concerned, the copies bearing the 
same precis number are routed to all other officers interested. 


5. Simplification of Records 

All records of orders are subject to amendments, corrections, reductions, 
alterations, or cancellations; and usually when such changes take place in 
an entry on a card system, ledger or schedule it is necessary to enter in the 
records the authority for such change. The use of the precis number of the 
letter authorising the alteration greatly simplifies the records. Thus, if on 
a schedule of spares, an item is cancelled, instead of entering “Cancelled as 
per Dept. of Army’s memo 250/76/9 of 2/11/43” as the authority, all that 
need be entered is “Cancelled Pr. 69364,” and anyone who wants to go 
beyond that can locate “Precis 69364” and verify the cancellation. Similarly, 
in production records, instead of entering “26 produced, vide Contractor's 
memo LH/DJ of 16/6/44,” all that need appear is “26 produced (Pr 
69365).’" Such simplification is most appreciated when applied to a card 
system. 

WEAKNESSES OF THE SYSTEM 
The chief criticisms that can be directed against the Precis System are: 
(1) The time lag caused by the necessity for passing all mail through 
“Central Correspondence” when moving from one division to another. 

(2) The staff required to maintain such a system. 

(3) The system breaks down if officers take mail direct from one division 

to another. 

1. The answer to the first of these criticisms is that the time lag is not 
great and probably would be greater under any alternative scheme. The mail 
going out from a division must be sorted before routing to other divisions, 
so all this sorting is done by Central Correspondence instead of by each of 
the divisional correspondence officers. When sorted, the mail must be 
delivered, so instead of each division making nine deliveries to each of the 
other divisions, one delivery is made to each of the divisons from Central 
Correspondence. Incidentally, mail is delivered to and cleared from each 
division nine times a day, i.e., every hour, so it is quite possible for a letter 
or report, if attended to promptly, to be dealt with, finalised, and filed on the 
day of its receipt. Moreover, the time lag can be reduced in cases of particular 
urgency, for an officer can take a letter from his own division and leave it with 
an officer of another division without its going through the delivery and sorting 
system, provided he notifies Central Correspondence of the transference. The 
Divisional Correspondence Officers concerned usually attend to this notifica- 
tion. 


2. With regard to the staff required to maintain the system, the following 


sa list of the officers actually concerned : 

A. Opening and Routing Mail .. .. .. 1 Senior Female Assistant, full time; and 
fas ; 1 Junior Female Assistant, part time 

B. Typing Wax Sheets .. .. .. .. .. 2 Senior Typistes, full time 

C. Duplicating Wax Sheets .. .. .. .. 1 Senior Female Assistant, part time 
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Master Precis, Tickler File, Cross 
Indexing, Follow Up .. .. .. .. .3 Senior Female Assistants, full time. 
Delivery and Sorting .. .. .. ...... 2 Junior Female Assistants, full time. 
Divisional Correspondence Officers . 1 Junior Female Assistant, part time, for 
each Division. 

“Part time” indicates that these officers have other duties in addition ; thus 
the female assistant duplicating the precis pages does all the other duplicating 
for the Directorate, and the Divisional Correspondence Officers act as record 
assistants, messengers, etc. 

Thus a staff of seven full-time seniors, one part-time senior, with three 
full-time juniors and eleven part-time juniors handles a mail of over 20 
letters per day for more than 300 officers on thirteen floors of three buildings 
with all the facilities previously elaborated upon. The advantages outweigh 
the expense, and the thought of the chaos without any system or of the 
staff required to manage an alternative system supports that judgment. 

3. The system doesn’t break down if officers take mail by hand from 
one division to another. The system catches up with the individual and 
can name him as the offender, for should “Jones” of “Engineering’’ take 
a specification to “Smith” of “Ordnance” and leave it with him, when “Smith” 
has finished with it he puts it in his outward basket and so it reaches Central 
Correspondence, who immediately become aware that though it was marked 
out to “Jones” it came back from someone else.. Should an officer desire to 
“speed the plough” by taking a letter by hand, then the right thing to do is 
to notify the Central Correspondence and have recorded on the Master Precis 
the correct location of the letter. 


ORIGIN OF THE PREcIS SYSTEM 

The practice of making precis of articles, speeches or minutes of meetings 
has been used to advantage in many spheres, particularly the newspaper 
world, but probably never has its use been systematised to such an extent nor 
to such advantage as in the Directorate of Ordnance Production. In the early 
days of the war, when the Directorate was first called into being, various men 
and women of industry and commerce gave of their energy and experience 
as their contribution to the nation’s resources. Among these was Mr. J. S. 
Jenkins, A.1.c.A., who, when administrative officers required that the ever- 
growing mail should still be submitted for perusal, arranged that a precis 
should be made of all inward mail and these precis submitted to Divisional 
Managers and the Director, so that these officers were at all times aw fait 
with new developments and could at any time call for any particular letter 
which called for their attention. With the rapid growth of the Directorate’s 
activities and personnel the necessity for duplicating the precis sheets arose. 
The linking up of these precis with the file number or project number and 
the institution of the consecutive numbering of the precis were two more steps 
taken simultaneously. The next development was the establishment of the 
Master Precis with its subsidiaries in each division, and the extensions 
of the Precis System in the Tickler File, Follow-up, etc., were but the natural 
growth of a sound idea. 
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vard of Area Management, Sydney. 31/5/44 Forwarding copy of their 





Order MON. on A. B. Caldwell Sor 25 Par. Bushes. 
FIELD ORD. PROGRESS CONTROLLER A.2 63304 


| Department of Army. 31/5/44 Army Order FV.6436 for 25 KVA 


: Alternator Sets—65-No. 
PROGRESS ELECTRICAL TRGPIC CONTROLLER M.31 63305 


Requesting assistance with Machine 


~ Sands & McIntosh. “31 [5/44 
F Tools for their Order MOV. 7636 for Telescopes 17X. 
OPTICAL ENGINEERING |; CONTROLLER, A.67 62306 


4 Joard of Area Management, Melbourne. 1/6/44 _ Return of Production of 
Agricultural Machinery as at 31/5/44. 
AGRICULTURAL PROGRESS CONTROLLER K. Gen. 63307 


~L.M.N. Steel Co. 1/6/44 Advising that extra cost of pickling 


after Heat Treatment will be at rate of £1/15/- per ton. 
VEHICLES PROGRESS CONTROLLER T.64 63308 


Excelsior Foundry. 1/6/44 Re male labour required for June 


for manufacture of sponsored equipment for food production under MSOV.2K6. 

CONTROLLER AGRICULTURE K.17 63309 
~ Board of Area Management, Perth. 1/6/44. | | HANSEN FROM OSBORNE 

PLEASE ARRANGE DESPATCH OF 23 H.P. WILCO ENGINES FOR 

MOBILE LAUNDRIES. 2-NO. REQUIRED IMMEDIATELY AND 1-NO. 

PER WEEK THEREAFTER. 

ENG. STORES CONTROLLER OS.334 T63310 





| Phillpots & Sinkem. 1/6/44 | Advising receipt of BLG. 6. 





Bearings of Semi-Trailers and requesting continuance of supplies. 


PROGRESS VEHICLES CONTROLLER T.36 63311 





Jones & Ditchem. 1/6/44 | Enclosing copy of despatch dockets 





Dated 30/5/44 for 10-No. Engines for Refrigerators. 
PROGRESS ENG. STORES CONTROLLER M.162 63312 
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THE AUSTRALIAN ACCOUNTANT FEB, 
The Valuation of Stock-in-Trade in Balance Sheets 
By Frank L. Horn 
(Continued from last month) 
Cost Price of Particular Classes of Trading Goods 


our general rule of finding the “cost price.” These we shall consider in 
following : 


There are a number of categories of stock where we have to deviate from 


the 


(a) Goods on “Sale or Return” or “Hire-purchase” or “Lay-by.” 
not usual to include any goods sold conditionally in the inventory for balan 
sheet purposes. The practice is rather to regard these transactions 
“outstanding accounts” and to make a provision for the profit on the estin 
percentage of returns. There is, however, no difference in principle 
position of an article which we have promised a customer to keep in 
warehouse for some time until he gives us his final decision, or of an a 
which we have allowed him to take away with him with a promise to let 1 
know whether he wants to keep it. Yet, in the former case, we would, in 
practice, continue to count the article among our stock and to valu 
accordingly, whereas in the latter case we assume a sale which might 
rescinded. ‘The only justification we have for the latter treatment 
greater probability that the transaction will end ve in a sale. 

In the case of hire-purchase goods, we should, in strict theory, regard al 
goods not yet fully asry up as “goods on poses daar and treat all 
ments received partly as remuneration for hire and partly as money deposite 
by customers. 

Wherever we decide to treat such goods as stock, we must 
cost price by allowing for the wear and tear the goods are sutfering 
hands of the customers, and for depreciation due to obsolescence and 
causes. We must also allow for the cost of repossessing the goods. 
amount we write off in this way will be normally set off by that part 
deposit and instalments received from the customer which we allocate 
“remuneration for hire.” 


In the case of “lay-by” goods the rate of depreciation would naturall 
S 

much lower, as the go¢ ds are not used and are in our own custody. 

The whole subject is, in itself, very complicated, and we must refrai 

f ; | 

from treating it fully. The point we have to make is, however, that the 
price of such goods is the original cost price diminished by an amount covering 
depreciation and cost of repossession. 


(b) Goods Hired Out to Customers—tThere are certain classes of good 
especially ee office equipment, shoe-making machinery and warehou 
equipment—which are never sold but only lent to customers against Pay 
of a monthly hire. While pedants might argue that such machinet 
properly “stock-in-trade” but more in the nature of “plant,” we may id ortly 
discuss these items for the benefit of those who hold that they form 
the inventory. It alsd happens that machinery is hired out with an wm 
standing that after a certain time the hirer may acquire the property in 
machinery. Still another type of transaction occurs for instance in tl 
typewriter trade where articles are temporarily lent to customers while their 
own equipment is undergoing repairs. 

In all those cases, the cost price of the goods must be diminished by an 
amount covering depreciation and cost of repossession. As the mone} 
received as hire is supposed to contain the costs of depreciation, any attempt 
to value the stock by blindly applying the “golden rule’ would result in an 
over-estimation of the net profit for the year. For those who like to point 





1 all 


( int 
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out inconsistencies, we might say that in deducting the depreciation from the 
cost price we are not abandoning our main principle. We are only using a 
“short-cut” method. We could just as well show the stock at actual cost 
price and show on the liabilities side of our balance sheet a provision for 
depreciation as a charge against profit. 

(c) Deteriorated Stock—Under this term we include all stock which 
since its acquisition has suffered a material change by which its value has 
diminished. Mould, rust, and mildew are examples of “natural damage.” 
3ut to this category belongs also damage caused accidentally, e.g., by fire 
or water. The diminuation of value must be estimated and deducted from 
the cost price. The same theoretical consideration applies here as in the 
preceding category. The loss in value through any of the named causes 
represents a loss incurred in the period preceding the stocktaking and must 
therefore be borne by it. To the same class belongs stock that has become 
obsolescent through change of fashion or otherwise. 

(d) Quantitative Changes in Stock.—Certain kinds of materials undergo 
quantitative changes in storage, mostly in the form of loss in weight through 
evaporation. Whether these changes are taken into account depends mainly 
on the custom of the trade. In some instances, it is usual to weigh or 
measure all items at stocktaking, in others the rate of loss is known and can 
be calculated upon the time during which the stock was held, and in other 
trades the original weight or volume is taken irrespective of the actual position 
at stocktaking. This may seem not a matter of estimating the cost price 
but of the technique of stocktaking. However, the loss is in the same class 
as deterioration,and should be treated as such. If the loss is disregarded, it 
would mean that credit is taken for non-existent stock. It is therefore 
necessary in all cases where no physical ascertainment of quantity takes place 
to estimate the rate of loss per unit and to adjust either the cost price 
accordingly, or to extend it at proportionately reduced quantities. 

In some instances, long storage results in increase in weight or volume. 
Certain materials absorb moisture and increase their weight. It would be 
most improper to take account of such weight or volume increases, par- 
ticularly as often allowance for the contents of moisture must be made in 
the sales price. 

Other substances change their volume with the temperature of the air. A 
case in point is petrol which is sold by volume. The volume measured at 
stocktaking is therefore merely fortuitous and cannot be used as base. The 
proper way is to value such materials by weight. By use of a simple formula 
the weight of a given volume of petrol can be ascertained provided the tem- 
perature and specific gravity is known. 

(e) “Trade-in” Goods.—The value at which trade-in goods are credited 
to a customer’s account (as for instance in the motor car trade) is mostly 
not an indication of the actual value of the article but a matter of business 
policy. A credit-note or even an invoice made out by the seller is, in these 
circumstances, no proper basis for the assessment of the cost price. It is 
necessary to estimate the actual value, either independently or by deducting 
from the expected resale value the costs of reconditioning and an amount 
covering the expected profit (ifiany). If the credited value is higher than 
the value arrived at in this way, the difference represents a diminuation of 
sales price of the article against which the “trade-in” was taken in payment. 
The best method would be not to wait until inventory date but to estimate 
the “cost value” of each unit received right away and to pass a corresponding 
entry in the books. In this way the sales account will be shown at its proper 
value, and the true gross profit margin will be ascertained, not only for each 
Separate transaction but also for the business as a whole. 
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These remarks not only apply to “trade-in” goods acquired in the ordinary 
course of business, but also to all such goods which have been “taken over” 
outside the normal scope of affairs—for instance, to cover a doubtful account 
or as a favour to a good customer. 

(f{) Returned Goods.—It goes without saying that the cost of returned 
goods is the original cost less any deterioration suffered through the trans. 
action. This also applies to cases where the customer is not credited with 
the full amount of the original debit. If the original cost cannot be ascer- 
tained, the value of the goods must be estimated. 

(g) Goods Held for the Full Accounting Period. \ny goods that 
formed part of a previous inventory which was incorporated in a 
balance sheet have as cost price for the new inventory the price at wh 
they were valued in the former balance sheet. By “final” balance sheet we 
mean a balance sheet in which the profit or loss of a period has been trans. 
ferred to a capital or appropriation account. It does not include any “‘inter- 
mediate’ accounts, say monthly or half-yearly accounts which were draw 
up merely for interior management purposes. If goods had been value 
formerly below cost (say at their then replacement price) it would 
improper to write them up to original cost as this would mean tl 
unrealised profit is taken. Where such goods have deteriorated, a deductio: 
from the former inventory price must be made to cover the loss in va 
The Problem of “Mixed Stocks” 


The problems arising in the ascertainment of the cost price of 
goods have been dealt with at some length as the same problems oftet 
also to other classes of stocks. It now remains to consider, the cas« 
the stock consists of lots of the same kind bought at varying prices, 


each lot is not distinguishable from each other. This problem is 
greatest importance and has exercised the minds of the best wri 
accounting problems, and a copious and interesting literature exists 
subject, mainly by American writers. We have to confine ourselves het 

a brief survey of the six methods which can be used for the valuation of 
“mixed” stocks: 

(1) The “identification” method. This means that each arti 
is identified with a particular purchase and valued accordingly. 

(2) The “first-in-first-out” method. This means that the stock is value 
under the assumption that sales are made in the same order as the goods 
have been purchased. To illustrate this method, let us take an example: 

An undertaking has 3,500 units of an article on hand. During the year 
the following purchases of this article have been made, there having been n 
stock at the commencement : 

July 1,000 @ 12/- 
Nov. 1,000 @ 13/- 
Feb. 2,000 @ 14/- 
June 1,000 @ 16/-. 

Sales amounted therefore to 1,500 units. Under this method, we assume 
that the sales were made out of the July and half the November purchases, 
so that the cost, price of the stock on hand is the weighted average of the 
remainder, viz., approx. 14/5. 

It may be said right here that this appears to be, for the majority of casts 
the orthodox and recommendable method. 

(3) The average cost method. Tn this case, the average cost price of al 
purchases over a certain period, usually the year, is taken as the cost of the 
stock on hand. This works out at 13/9 in our example. While this metho¢ 
seems acceptable in all cases where the cost has remained nearly stable of 
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has increased during the period, it seems to lead to an over-valuation where 
the price of goods has fallen. If we assume, for example, that the purchases 


firm were 
May 5.000 @ 10 
June 5.000 @ 8/- 


stock to be, say, 6,000, the cost_price for our balance sheet would 
whereas under the first-in-first-out method the price would be 8/4, 
truer picture of the position. The difficulty lies in the choice of the 
‘x which average the price. 
a 7 ut method. This method means that the assumption 
latest purchases are sold first. This system is properly only 
here the starting price is so low that it c » regarded as the 
which prices will not fall. If this is so, the me 
for the elimination of the effect of short 
the chosen price would be approximately 13/1 
ypted by the American Petrol Industry.® In any cas« 
only under certain conditions and should never be used by an 
business undertaking. Only where a trade or industry group decides 
pt this method for all its members, and where the fact that this method 


is clearly shown on the face of each balance-sheet, no objection can 


normal) stock method. This method should be used 
t] 1e conditions which we mentioned under method No. 4 
heen adopted by some American industrial groups, but it cannot | 
mended for general use, particularly as it runs counter to the require 
of the Income Tax Commissioner. 
basic idea is that a business requires at all times a certain minimum 
in-trade for the carrving on of its activities. Therefore, argue the 
the method, this “base” stock forms, in a sense, part 
f an undertaking and may be valued consequently as sucl 
method consists in fixing a quantity as “normal” stock and further to 
this quantity at a constant price which is set so low that it cannot 
nk bly be exnect¢ d to exce¢ d the cost price in periods of trade rat pre ssion 
k held in excess of the minimum is valued at the average cost of the 
urchases. Where the stock falls short of the minimum, the difference 
the estimated replacement price and the constant price extended for 
ort” quantity is treated as a charge against the inventory.® 
demonstration of the consequences resulting from the applicati 
ist-in-first-out” method see for instance the article by A. A. Fitzgerald. 
heet Prohlems—Inventories of Stock in Hand,” in The Australian 
ust, 1938. 
an illustration of this method we quote the example given in Cont 
‘uation of Inventories, ed. by the N.A.C.A., New York, from the practice 
ional Lead Corporation: 
\ concern considers 1,000,000 lbs. as “normal” stock and 4 cts 
hase price. 
If the actual stock is, say, 1,200,000 Ibs., the inventory value is ascertained as 
follows: 
1,000,000 Ibs. at 4 cts. . ; oe $40.000 


1 
} 


200,000 Ibs. at 6 being average cost of latest pur« 12,000 


Inventory $52,000 


Ili the actual stock is, say, 800,000 Ibs., the value is computed as follows 
1,000,000 Ibs. at 4 cts... 2... he. ik. ep ug ee: |e : $40,000 
Less cost of replacement of deficiency 

200,000 1 at 6 cts 


12.000 


£78,000 
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The supporters of this method claim as its main advantage the elimination 
of short-term trends in the market of the materials forming the base stock. 

(6) The “retail price’ method. This method is applicable mainly in large 
retail stores which stock a great variety of goods. In this case the ascertain- 
ment of the cost price of each article would be too onerous. Therefore the 
stock is valued by deducting from the expected sales prices the average profit 
margin found by an analysis and adjustment of the trading results of the 
preceding period. 

It is therefore, properly speaking, not a valuation at cost price unless we 
say that the result obtained approximates the true cost price near enough for 
practical purposes. As long as prices in the particular trade remain practically 
stable, this assumption will be correct. Where selling prices have been falling, 
the resultant figure will approximate the “replacement price.” If a business, 
however, holds a great deal of old stock and sales prices have risen generally, 
the result obtained requires an adjustment as otherwise unrealised profit 
would be taken for “gains on inventory.” 


Cost of Manufactured Goods 

For our purposes, manufactured goods are the product of an effective 
transformation process intentionally worked by the entrepreneur concerned. 
Effective is any process by which the nature of materials or goods is changed 
in such a way as to constitute them an essentially different commodity in the 
market. 

Thus, goods that have deteriorated through long storage are not “manu- 
factured goods” in our sense, for the deterioration is presumably not due to 
an “intention” of the entrepreneur. Eggs that are kept in the cold store 
during the hot season are not an essentially different commodity compared 
with eggs delivered straight to the consumer. But the same article stored 
for some time for the purpose of preservation until the arrival of the slack 
season may be regarded as having undergone an essential change of nature. 

The distinction is important, as following the established conventions of 
accountancy we must apply a different principle of valuation to manufactured 
goods than we have shown for trading goods. This will create some uncer- 
tainties with regard to “border-line” cases for which a strict theoretical 
delimitation is not possible. The question whether a wholesale dealer who 
puts goods into special packages is thereby “manufacturing,” in our sense, 
can only be decided upon the merits of each separate case. 

The difference in the two principles consists in the fact that we allow a 
manufacturer to include in his cost price some part of his “general manv- 
facturing overhead” which we do not permit a trader to do. For, “manu 
facturing cost” can be briefly described as the “sum-total” of the three cost 
elements, viz., materials, direct labour, and “burden.” The latter term repre- 
sents the part of general manufacturing overhead which we deem attributable 
to the item in question. We cannot delve here into the finer points of cost- 
finding in a manufacturing enterprise, but we see that we “recover” in the 
cost price of a manufactured article a part of the “oncost’’ even when it is 
not “directly attributable” to the output. 

While this problem is complicated enough and in its detailed solution 
controversial and highly technical, we may state here that it is, for the purpose 
of inventory valuation, generally of minor importance. For, as a rule, stocks 
of “finished goods” in a factory are not very large compared with the value of 
other assets. The result of the business operations is not to the same extent 
dependent upon the valuation of the “finished goods” inventory. Factories 
usually do not make goods “fon spec.” They either execute only firm orders 
or they make goods to meet a constant demand. The stocks of finished 
articles they hold at balancing date are more or less accidental. 
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Further, it is contended by a numfr of writers—we quoted R. C. Mont- 
gomery in that respect—that it is permissible to value finished goods at selling 
rice (less cost of selling and distributing), particularly when the factory 
holds firm orders from good customers for future delivery. Whereas it is 
the function of a trader to buy, hold stocks and sell them, it is the function 
of a manufacturer to make goods. He is, from this point of view, entitled 
to take his profits when he has fulfilled his main function, always provided 
that there is no reasonable doubt that he will ultimately be able to turn these 
oods into cash. 

However, in so far as cost price is concerned, we have to consider a few 
points in order to be able to apply the “golden rule” to manufactured goods 
whenever it is desired. 

In many factories a system of “standard costing” has been installed. That 
is to say, costs are applied on a predetermined basis, and not only the actual 
costs but also the variations of actual against standard costs are recorded. 
The question arises, which kind of costs are we to apply to manufactured 
goods where a standard system of costing operates? It is generally under- 
stood that in that case it is proper to apply standard costs for the purpose of 
finding the cost price for inventory valuation. But any true “price variances” 
should be written back, in adjustment of the standard costs. Any change in 
the actual price of raw materials and any change in the cost of direct labour 
due to variations in the awards or other bases of wages are “true’’ price 
variances. Where the cost of labour is different from the set standard owing 
to the payment of overtime rates or of the employment of classes of labour 
not usually used in that particular process (for instance because senior staff 
was employed in lieu of junior labour habitually used for the purpose), the 
resultant price variances should not be written back. The idea behind these 
adjustments of standard is to provide for any changes which are not due 
toany “abnormal” happenings but that are presumably common to the whole 
trade and might ultimately react in the sales prices. 

It is hard to see how the application of standard cost can be reconciled 
with the strict theory of inventory valuation. On the other hand, it is a 
convenient method, and where standards are set properly and follow closely 
any permanent developments in the various cost factors no serious objection 
can be raised. 

Care must, however, be taken not to include in the cost price of manu- 
factured goods any share of so-called “idle capacity cost.” As Maurice J 
Clark’ points out, it is an absurdity that costs are highest when demand is 
lowest merely on account of the fact that indirect expenses do not shrink as 
fast as output, and therefore fall as a heavier burden on each unit of output 
in dull time. In this respect, a proper system of standard cost will fulfil its 
best purpose by separating the costs of idleness from the cost of producing 


g 
5 


the gor ds. 
Cost of By-products, Joint Products, Left-overs, etc. 

Where a manufacturing process yields two or more products we must 
distinguish between two possible interpretations: we speak either of “joint 
products” or of “main product (or products) and by-products.” The 
difference can be best described by calling a joint product that part of output 
on which we expect to make a profit, and a by-product that part which we 
regard as merely incidental and which we do not expect to yield a profit. 
The distinction is merely arbitrary and depends upon the judgment of each 
enterprise. 

If a gas company considers that coke is a joint product, it must apportion 
7. J. Maurice Clark, The Incidence of Overhead Costs. Australian Reprint, July, 

1940, by Accountants Publishing Company Ltd., Melbourne, fol. 242. 
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its cost of production of gas and coke in the same relation as the prices of the 
two products applied to the respective quantities compare with each othep, 
Where it regards coke merely as a by-product, it should deduct from its eos 
of production the total amount of coke sales plus expected sales value of coke 
stocks on hand. The remainder represeiis the cost of production of gas, 

The distinction is important for inventory valuation, for if in our example 
coke is considered a joint product, it will appear at cost, that is to say, below 
selling value. If it is regarded as by-product, its inventory value will equal 
its selling value. 

In the case of joint products, the relative cost of each product is based on 
the respective selling values. We might state right here that in our opinion 
the selling price (or as some writers call it, the recoverable price) is the 
“ultima ratio” of all inventory valuation. While we are here discussing the 
cost price, we must never lose sight of the fact that the ascertainment of the 
cost price is illusory when we cannot expect to recover it by selling at or 
above cost price. What we are doing here is merely finding the upper limi 
of all inventory valuation. Wherever we have no other means of finding 
this limit, we must have recourse to the selling price. 

This applies particularly to “left-overs,” that is to say, to finished goods 
made in excess of orders and left unsold. Although these “left-overs”’ are 
usually of the same kind as the bulk lots from which they are split off, it is 
best to consider them for the purpose of stocktaking as “by-products” and to 
value them according to their estimated selling value. That is to say, mf 
profit should be expected from their eventual sale when such sales price is 
possibly below the actual cost. If this is done, the result will be that the bulk 
lot bears the loss (if any) caused by the over-production, which is only 
prdper. 

(To be continued ) 





Control and Cost Co-ordination Vouching for Accounts 
Payable 


K. H. THOMAS, A.F.I.A., A.C.A.A. 


(Continued from last month) 
Paying Accounts 

Receiving: As received, vouchers will be marked off on tally sheet for 
numbers. This is also done in the store section, as a check upon the main 
store. Vouchers will be sorted alphabetically, and a machine list made out 
in this order, giving a sub-total for each creditor. This list provides a simple 
posting medium for a creditors ledger if kept. Actually, providing there 1s 
little delay in paying claims, it is not an essential, but if some accounts cannot 
be cleared until the whole order is completed, or for some other reason, the 
creditors ledger has been found worth resurrecting, with all respect to those 
accountants who consider it quite unnecessary. By combining it with a 
claims register, in fact, it entails very little extra work. 

After listing, store and plant vouchers will be filed in alphabetical order 
All expense vouchers priced will be separated, one copy being for the costing 
section. All unpriced vouchers will be filed in duplicate until priced. 

Paying: On receipt of a claim, the relevant vouchers will be attached, 
together with order, and the account checked. For services such as electricity 
and gas, a voucher must be made out. For freight charges, it will be necessary 
to link the charge with the original stores inward or outward voucher, to 
prove correctness of service. Vouchers will be marked off as paid. 

If stores are being recorded at the actual purchase price, freight must be 
allowed for on the receipt voucher, or an adjusting voucher must be made ott 
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If stores are being recorded at standard prices, then all price variances, 
including freight inward charges, will be dealt with by an expense voucher. 
This will be taken up in the appropriate account by the costing section. 


Forwarding: Expense vouchers, when priced, will be forwarded to the 
costing section, through the control section, for recording of total as per 
machine list attached. For water, and other similar services, for which 
charges are received only every six months, or each year, a voucher will be 
made out based upon the meter readings taken at the end of each cost period. 
The one copy will be forwarded to the costing section, and the other will be 
and power meters to be read on the last day of the cost period. The ‘claim 
will be received within a few days, and the expense vouchers then made out 
filed awaiting payment. Arrangements can be made for gas and electric light 
are available for posting to cost ledger, in the accourits for the period to 
which they relate. Other delayed charges can be anticipated, and an estimated 
amount provided by means of a voucher. When payment is actually made, 
the amount covered by the adjusting voucher should not be very large, and 
this and other minor expense items charged late will hardly affect matters 
to any great extent, even though they be posted a period late. 





, VARIANCE EXPENSE VOUCHER ’ 149 


Supplier L. M. Cotton & Co. Ltd. Date 7/7/42 





Cost Code Order No Dr 





COSTS : 234 
2471 Variance on X tons copper vide GRV. 
2857 


Paid 30/7/42 


Claim Received 29/7/42 

Paid 31/7/42 

Standard Price 1600 
PAYABLE : 

Credit 


1600 . . 1600 





Made out 29/7/42 B. Jones A/cs. Paid 


Cleared 31/7/42 B. ‘Jones, 











Voucher H: Made out when vouching claims—see F. 
Item 1: Cost to be reduced by this amount. 
2, 3: Cash paid and Standard Price as per Goods Received Voucher being 
shown separately minimises possibility of debiting instead of 
Crediting Variance. 

Wages and salaries: Little further comment is necessary regarding these 
payments. The vouchers are received from the pay section and held until 
paid. 

_Variances: Major variances from standard stores prices have been men- 
tioned. They are covered by expense vouchers. Howeve?, in any business, 
whether standard or actual prices are used, there occur those petty little 
differences of odd pence between the amount on the receipt voucher and the 
actual amount paid. By the time payment is made in some cases the goods 
represented have been issued and consumed in production. In either of these 
tases, an adjusting receipt voucher for stores is of little value. In the latter 
tase it will be necessary to requisition the difference in cost out to the factory. 
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In the former case the amount is too petty to worry about. By making ay 
I°xpense Voucher, the Receipt Voucher and the Issue Requisition are actually 
combined, and the price adjustment gets into costs more directly, more or less 
“catching up” to the original charge. With small amounts, as mentioned 
above, although the amount may be too petty to worry about so {ar as store 
prices are concerned, the difference must be recorded, or the creditors ledger 
will be incorrect. A variance schedule can be kept to record such odd pence, 
and at the end of each period one total voucher made out for cost recording 
The full amount of payment and the variance will of course be posted to the 
creditor's account. 


Costing 


Receiving: For stores, only the amounts issued out will be taken int 
duction costs. Such issues will be covered by requisitions. From the expeise 
vouchers received, however, it will be necessary to extract the store price 
adjustments to post to the control total for Indirect or Direct Material, but 
it depends upon the costing system whether such figures appear in the Process 
Accounts or Variance Accounts in the factory cost ledger. Similarly, with 
actual expenses, control totals will be posted, and allocation made as ap ph icable 
Cost code is inserted on vouchers by the originating section if known 
otherwise it will of necessity by inserted when regeived by the costing section, 
(See the various vouchers applicable.) Similarly store or plant record ¢ 
will be inserted on Goods Received vouchers. 


Recording: Expense vouchers will be sorted as required. ‘The dissectiot 
for control records will be provided. Vouchers can then be re-sorted 1 
products and operations where applicable, or to the auxiliary account 
further dissection as necessary. Repair vouchers can then be sorted accor 
to the plant number of the item repaired, and so readily recorded 
records. 


Sorting 


A factory having the use of Powers or Hollerith Punch Card Ma 
will naturally have dissections for expense made by such machines, 
suitable coding, tabulations may be made from the one set of cards 
creditors, and for stores, plant, and expenses. In a factory with no such 


helpful machines, some type of listing machine or book-keeping machin 
generally is in use. After hand sorting of receipt and expense vouchers, list 
may be made out on such a machine, with sub-totals as desired. 

individual items need not then be posted to the ledger accounts. The sub 
totals will suffice. This will be found an advantage, as the records become 
more compact, and so easier to read without turning over numerous pages of 
cards. 


EXPENSE CREDITS 


As well as the services received there is often a return of part 
expenditure in the form of such items as telephone, postage, and _ similar 
facilities, payment for which is made by employees. The majority of cash 
received will be as.a result of outward claims for goods sold. As in the case 
of expenditure it is laid down that every payment must be covered by either 
the Goods Receipt Voucher or an Expense Voucher, so it can be laid down 
that every cash receipt must be covered by an outward claim, representing 
the Sales Voucher, or otherwise.an Expense Credit Voucher must be made 
out. These vouchers are forwarded to the costing section, and can be set off 
against the debit Expense Vouchers. 
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CREDIT EXPENSE VOUCHER 


Supplier : Cash Receipts 








COSTS : Telephone—Boxes 1 &2 


Postage 


SUSPENSI Unclaimed Wages banked 


RECEIVABLI Cash—-Statement 





5/7/42 


4? 





Also used to adjust overestimates of expense, 
rred back 
Reduces costs 
Item See A5, B4 tor contra when paid out 
Item : Will cover moneys received other than pay 





SERVICES RECOVERABLE VOUCHER 


Recover from Melbournes Ltd 





Details 


$165—Cartages outward 4/7/42 
On goods sold ex store 
Melbourne Ltd. O/No. 


(Refer Pmt. to Universal Carriers 
on claim No. 714 pd. 17/7/42) 
Commission 24% 


Amount Claimed 16/7/42 6 10 


Outward Claim No. 124 4 610 








Made out 15/7/42 M. Brown, Exp. Examiner 
17/7/42 IT. Want, A R ry 


‘ 


Cleared 





Voucher K: Made out in conjunction with Voucher G for any recoverable items 
Similar Vouchers made out for any services performed by fa 


ve cre 


d 
as distinct from sales. Copy of litter vouchers will | 
Costs 
Item 1, 2: All ‘details necessary to define claim outward to be shown 
3, 4: Commission, if any, and date of claim outward inserted by R 
section 
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EXPENSES RECOVERABLE 

Some services paid for are recoverable. Freight outward, a¢gcounts pe 
as agents, may be items recoverable from the receiving factory or firm fof 
which the account is paid. Expense vouchers must be made out for 
accounts, but in such cases a Services Recoverable Voucher is also made o 
One copy is attached to the account paid, in order that the auditor, and othergj 
have a clear indication that recovery has been instituted. The other copyg 
together with a copy of the expense voucher, provide the posting media for 
the debtors’ and creditors’ accounts respectively. After registering the Ser 
vices Recoverable Voucher in the sales register, it is treated in the samé 
manner as the ordinary sales voucher. A claim is prepared from the im 
formation contained in it, and forwarded for payment. These vouchers do 


not go to the costing section. 


Controt AccouNTS 

The clearing accounts concerned in recording were fully dealt with in a 
previous article. It is mentioned herein, however, that recoverable expenses 
will be posted to the Debit of Recoverable Expense in the purchases disg 
section. In the sales register and journal the credit will be made, and the 
account therefore is cleared when claim is made. Independent totals of 
vouchers will be received from each section handling details of vouchers. The 
total of vouchers priced but unpaid at the end of any period can be reconciled 
with the creditors ledger, and with the control account. 

In conclusion it can be said that, although the writing of vouchers for 
services may at first glance appear to cause extra work, in practice it is found 
to fit into the Accounts routine of wark as a matter of course. It saves mudi 
time in the dissection of expenses, and, as previously remarked, providéeg 
more detail than other systems of expense recording. It has a particule 
advantage over the use of the paid accounts as cost data because, although} 
possibly made out after the end of a cost period, it can be posted back to thé 
period to which it relates, while current expenses can be kept back until thé 
costs are complete for the previous period The need to open an Accrued 
Expense Account at the end of a year is avoided. There is therefore n@ 
difficulty in justifying the balance of creditors as shown in the ledger, becausé 
every outstanding amount representing the total is covered by a specifi€ 
voucher, showing all details required. 
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